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PREFACE 


This text has been written to give students an understanding of book- 
keeping principles and procedures. The discussions and illustrations develop 
the subject from the point of view of the beginner. Consideration is given 
both to the reason for bookkeeping procedure and to the method of applying it. 

Fundamental accounting principles are developed as a result of reason 
and not rules. When the student understands the reason for a process, he 
will not need to memorize formulated rules. He may formulate rules for his 
own guidance, but they will be based on reason. 

Arbitrary rules such as “Debit values received and credit values parted 
with” may be easy to apply in certain cases but in others they can not be ape 
plied readily and may lead to wrong conclusions. Only an understanding of 
principles makes it possible for a student to advance satisfactorily in book- 
keeping knowledge. 

The equation ‘‘Assets = Proprietorship” is used as a basis for the beginning 
lessons. When the student learns the method of recording increases and de- 
creases in assets so as to show their effect on assets and proprietorship, liabili- 
ties are introduced. Thereafter the equation “Assets = Liabilities + Proprie- 
torship”’ is used as a basis for recording transactions. 

Only one phase of bookkeeping is presented at a time, thus permitting 
the student to learn as he advances. The discussion in connection with the 
development of each phase of the subject relates to practical transactions with 
which the student is familiar. Business conditions are not changed to fit the 
theory but the theory is made to fit business conditions. 

No attempt is made in this text to draw a distinct line between book- 
keeping and accounting. There may be a distinction between the work of the 
bookkeeper and that of the accountant but the principles applied by each 
are the same. The bookkeeper records the transactions so that the accountant 
may correctly interpret their effect. Both the bookkeeper and the accountant 
must understand the effect of each transaction on the property and property 
rights of the business. 

Throughout the text the lesson plan includes 


(1) Brief, clear discussions of bookkeeping methods and principles. 
(2) Accurate illustrations showing the application of the discussions. 
(3) Short exercises which enable the student to apply the principles and 


methods to business problems. 
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The short exercises are supplemented by practice sets. The purpose of 
these practice sets is to summarize and correlate the various phases of book- 
keeping. Furthermore, through the completion of a practice set the student 
can measure his understanding of the subject and the instructor can know 
that the student understands it. 


The transactions for the practice sets are provided in two forms. 


(1) Memoranda of transactions. 
(2) Business papers. 


The practice sets in which the student makes his record from memoranda 
of the transactions are a part of the text. The practice sets in which the 
student makes his record from business papers are separate from the text 
because it is not practical to print all the business papers in the text. 

If practice sets containing business papers are to be worth while, the 
transactions must be based on the papers. The papers must not be used sim- 
ply as supplementary records but as the authority for the bookkeeping entries. 
For this reason, the text does not provide transactions for the sets in which 
business papers are used, as a pupil might then complete the transactions 
from the memoranda and thus make the vouchers useless. If the instructor 
desires to use the separate sets without business papers, printed memoranda 
of transactions can be secured. 

The federal government is interested in accounting records because of 
the tax assessed on the net income of a business. It has been necessary for the 
Treasury Department to rule on the effect of certain transactions on net profit. 
These rulings are followed in both the text discussion and the practice sets. 
This qualifies the student to record transactions so as to provide information 
which will conform to the Treasury ruling. 

The procedures in this text are based on the methods used by good ac- 
countants. They do not reflect theoretical opinions but rather practical ex- 
perience. The accounting terms and account titles are those used in modern 
accounting practice. Other terminology may seem preferable to some, but 
the student will come in contact with actual business conditions and will need 
to understand the terms commonly used. 

The authors wish to thank the many teachers, bookkeepers, and ac- 
countants who have so kindly offered suggestions for presenting the informa- 
tion in this text. Bookkeepers and accountants were consulted to insure 
information consistent with modern accounting practice. Teachers of book- 


keeping were consulted to insure a presentation most satisfactory to the 
student and to the teacher. 
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TO THE STUDENT 


You can find no better entrance to the business world than through a 
knowledge of bookkeeping. The first question asked of you by a business 
man when you apply for a position is “What can you do?” When you reply, 
“I can keep your books or perform any clerical work which relates to book- 
keeping,” you are giving a definite answer to this important question. 

The answer suggested has a meaning to the owner of a business. It is 
necessary that he maintain a record of the transactions completed in the 
operation of his business, if he is to have available the information he needs 
regarding the affairs of the business. The business man is not only interested 
in this information himself but others are interested in it. When he wishes 
to borrow money from the bank or purchase merchandise on credit, he will 
be required to supply the banker or creditor with certain information. This 
and much other valuable information can be obtained only through the book- 
keeping records. 

If you enter business as a bookkeeper or as an assistant to a bookkeeper, 
you will find that you have many opportunities for promotion.- You may 
advance in the bookkeeping or accounting field. Large concerns have highly 
organized bookkeeping departments controlled by well-paid executives. Book- 
keeping experience will also give you training which will aid in preparing you 
for the profession of public accounting as a Certified Public Accountant (C. 
P. A.). Accountancy is a well-paid profession which is increasing in impor- 
tance each year. 

Those entering business as bookkeepers also find that they have many 
opportunities for promotion to other than bookkeeping work. The bookkeeper 
records the transactions of a business, and thus learns many things about 
how its affairs are handled that could not be learned in any other way. Much 
of this information is confidential and is possessed only by the manager or 
owner and the bookkeeper. A thorough knowledge of the business will aid 
you in securing promotion in many of its departments since business affairs 
can always be controlled most effectively by those who most thoroughly 
understand them. 

But even if you never keep books or never work as an accountant, a 
knowledge of bookkeeping will have a very real value to you. The study of 
bookkeeping will give you an intelligent and sympathetic view of the duties 
of men in business and of the procedure in buying and selling goods. If you are 
employed in the selling, advertising, buying, delivery, or any other department, 
you will understand the effect of the work of one department on the others. 
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Knowing the accounting principles involved in connection with preparing 
financial reports, you will be in a better position to determine the value of 
investments. Whether you are the owner of a business or a wage earner, it 
will be necessary for you to save in order to increase the amount of property 
you own. The increase in the amount of this property is brought about 
through wise investments which produce an income. 

As an individual, you will have certain social duties to perform in the 
contact with your fellow men. You may be called upon to act as secretary of 
an organization or association. In this capacity you may be required to record 
the transactions completed by the organization or association. A knowledge 
of bookkeeping will be necessary if these transactions are to be recorded so 
as to provide the needed information. 

Should you continue your educational program through college, a knowl- 
edge of bookkeeping will be invaluable. The study of bookkeeping develops 
habits of regularity, promptness, accuracy, neatness, and many other elements 
essential to a complete, well-rounded education. Should you while in college 
major in commerce or accounting, a knowledge of bookkeeping will assist 
you in securing the greatest value from your classes. If your knowledge of 
bookkeeping is sufficient to permit applying it through recording the transac- 
tions completed by a business, you will have available a means of earning an 
income while continuing your education in college. 

You will find bookkeeping a very interesting subject if you keep in mind 
the various ways in which you may use it. Briefly summarized they are: 

(1) It-may be used by you in recording transactions for a business so as 
to provide the information needed by the owner. 

(2) If at any time you own or manage a business, you can use your 
knowledge of bookkeeping to interpret the information reported to you by 
the bookkeeper or the accounting department. 

(3) Bookkeeping will give you an understanding of business which will 
be of assistance in completing all types of business transactions as an em- 
ployee, a professional man, or the owner of a business. 

(4) Bookkeeping leads to an understanding of business values that will 
aid you in making investments. 

(5) Bookkeeping lays an excellent foundation for work in college and for 
securing a well-rounded education. 


CHAPTER I 
PROPERTY AND ITS OWNERSHIP 


A business is operated in order to earn a profit for the owner, that is, to 
increase the amount of his property. The owner, therefore, needs to know 
the amount of his property and whether it is increasing or decreasing. (The 
purpose of bookkeeping is to provide records showing the owner the amount 
of his property, the increases or decreases and the reasons for the changes) 


Assets. In the operation of a business, property is needed. For example, 
if a merchant is to make sales, he must have merchandise in stock, equipment 
for displaying the stock, and money to pay for additional merchandise, for 
rent and for salaries. 'The money, merchandise, equipment and other property 
needed to carry on the operations of a business are known as assets, 

Thus, cash is an asset, merchandise is an asset, equipment is an asset. 
Asset values are expressed in dollars and cents because money is the medium 
of exchange and the standard of value. 

Property Rights. All assets are owned. The owner’s exclusive right. 
to-nroperty)is known as ownership, proprietorship, or capital. If there are no 
debts, the value of the proprietorship is the same as the value of the assets. 


Assets and Proprietorship. When the proprietor of a business owns 
all the assets used in the operations of the business and has no debts, his 
property and property rights stated in equation form are: 


ASSETS + PROPRIETORSHIP 


This equation applied to assets of $2,550.00 belonging to the proprietor 
of a shoe business, who has no debts, is: 


ASSETS $2,550.00 = PROPRIETORSHIP $2,550.00 
If the assets mentioned in the preceding equation consist of cash $350.00, 
shoes $1,800.00, and equipment $400.00, and C. W. Dow is the proprietor, 
the equation can be expressed: 
CasH $350.00-+SHOES $1800.00 + Equip. $400.00 =C. W. Dow, Prop. $2550.00 


The abbreviation “Equip.” refers to ‘‘equipment’”’ and “Prop.” to “proprietorship.” 


Business Transactions. The exchanges incident to buying mer- 
chandise, other property and services, and selling merchandise, other 
property and services are referred to as business transactions. Nach of these 
transactions results in a change in the nature of the assets owned and may 
result in an ineregse or decrease in the proprietorship. 
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C. W. Dow pays $50.00 in cash for shoes purchased. 

As a result of this transaction, the nature of the assets owned is changed, 
but the proprietorship is not affected. C. W. Dow owns $50.00 less cash and 
$50.00 more merchandise; the total value is the same, hence his ownership 
is the same. 

C. W. Dow pays $10.00 in cash for additional equipment. 

As a result of this transaction, the nature of the assets owned is changed, 
but the proprietorship is not affected. C. W. Dow owns $10.00 less cash and 
$10.00 more equipment; the total is the same, hence his ownership is the 
same. 

C. W. Dow receives $125.00 in cash for sales of shoes which 
cost $75.00. 

As a result of this transaction, the nature of the assets owned has changed 
and the proprietorship has increased. The asset cash has increased $125.00. 
The asset merchandise has decreased $75:00. The total of the assets has, there- 
fore, increased $50.00. Since assets equal proprietorship, the proprietorship 
has also increased $50.00. 


C. W. Dow pays $2.00 in cash for delivering shoes sold. 
As a result of this transaction, the asset cash has decreased $2.00. No 


other asset has increased, hence the total of the assets has decreased $2.00: 
Since assets equal proprietorship, the proprietorship has also decreased $2.00. 


Recording Transactions. The information given with each of the 
foregoing illustrations states the effect of the transaction on the assets and 
proprietorship, but does not provide the final results of the four transactions. 
The owner is interested in knowing his proprietorship and the amount of each 
kind of assets on hand after the transactions have been completed. © 

C. W. Dow, a retail shoe merchant who owes no debts, has on hand 
Monday morning, May 12, the following assets which are used in the opera- 
tion of the business: cash, $350.00; shoes, $1,800.00; equipment, $400.00. 


These facts stated in equation form are: 
CASH $350.00 -+SHOES $1800.00 + Equip. $400.00 =C. W. Dow, Prop. $2550.00 


During the day the following transactions are completed: 


Pays $50.00 cash for shoes purchased. 


This transaction decreases the asset cash and increases the asset shoes 
$50.00. Its effect on the beginning equation is: 


CASH $350.00 -+SHOES $1800.00 +Equip. $400.00 =C. W. Dow, Prop. $2550.00 
—50.00 +5000 
CASH $300.00 -+SHOES $1850.00-+ Equip. $400.00 =C. W. Dow, Prop. $2550.00 


C. W. Dow now owns cash, $300.00; sho 1,850.00; i : 
his ownership of the assets is $2,550.00. Fe ial Gehl ata eoae 
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Pays $10.00 in cash for additional equipment purchased. 


_ This transaction decreases the asset cash and increases the asset equip- 
ment. Its effect on the preceding equation is: 


CASH $300.00 +SHOES $1850.00 + Equip. $400.00 =C. W. Dow, Prop. $2550.00 
—10.00 +10.00 


CasH $290.00 +SHoES $1850.00 -+Equir. $410.00 =C. W. Dow, Prop. $2550.00 


C. W. Dow now owns cash, oer He shoes, $1,850.00; and equipment, $410.00; hence 
his ownership of the assets is $2,550.0 


Receives $125.00 in cash for sale of shoes which cost $75.00. 


This transaction increases the asset cash $125.00, decreases the asset 
shoes $75.00, and increases the proprietorship $50.00. Its effect on the 
preceding equation is: 


CASH $290.00+SHOES $1850.00 + EqutP. $410.00 =C. W. Dow, Prop. $2550.00 
+125.00 — 75.00 + 50.00 


CasH $415.00+SHOES $1775.00 + Equip. $410.00 =C. W. Dow, Prop. $2600.00 


C. W. Dow now owns cash, $415.00; shoes, $1,775.00; and equipment, $410.00 ; hence 
his ownership of the assets is $2, 600.00. His proprietorship is $50.00 more than in the 
preceding equation because of the increase of $50.00 made by selling the shoes for more than 
cost, that is, a price greater than he paid for them. 


Pays $2.00 in cash for delivering shoes. 


This transaction decreases the asset cash $2.00 and the proprietorship 
the same amount. Its effect on the preceding equation is: 


CasH $415.00-+SHOES $1775. 00+ EqQutP. $410.00 =C. W. Dow, Prop. $2600.00 
— 2.00 — 2.00 


CASH $413.00-+SHOES $1775.00 +EquipP. $410.00 =C. W. Dow, Prop. $2598.00 


C. W. Dow now owns cash, $413.00; shoes, $1,775.00; and equipment, $410.00. His 
ownership has decreased $2.00 because of the expense necessary to deliver the shoes sold. 


Receives $2.50 for the sale of a pair of shoes which cost $4.75. 
This transaction increases the asset cash $2.50, decreases the asset shoes 


$4.75, and decreases the proprietorship $2.25. Its effect on the preceding 
equation is: 


CAsH $413.00-+SHOES $1775.00 +EqutP. $410.00 =C. W. Dow, Prop. $2598.00 
+ 2.50 — 4.75 — 2.25 
CaSsH $415. $415.50-+SHOES $1770. $1770.25 + Equip. $410.00 00 =C. W. Dow, PRopP. $2595. $2595.75 


W. Dow now owns cash, $415.50; shoes, $1,770.25; and equipment, $410.00. He 
lost 6. 25 by selling shoes at this amount ‘below cost. 
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The effect of the five transactions on the beginning equation, arranged in 


consecutive order, is: 


Cash foSo. 00 + thoes f /F0 0.00 =e Cguph Loo. 


00 =CL Law Bef S255 0.00 
— $0.00 * 0.00 
C2th-$300. 00 + hpoet f / P50. oo + Egeairg ito 0.00 = Ca lew, S25F0.00 
a IO OO) te Ose 
Cash J 2g 0.00 + bhoes b/P50.00 F CaP. tls 0.00 = t4VLtu Pcp J 2550.00 
t/25.900 — 7-90 + $0.00 
Cage VUit oe + HAhoet 1775.00 Ff Cah. biLso.00 =tU Lire, J26o00.00 
— 2.00 
Se CALE 
Cash ff L/ 3.00 at RNY Et + Coecp.fiso.00 =CUkLtwiEep, J259P.00 
ea 2.50 LF os 2-25 
Cath $f £15.50 I WEEE 257 Coucptts 0.00. ee S2SGL.7F 


When the last equation is compared with the first, it is observed that the 
proprietorship is now $2,595.75, while in the first equation, it was only 
$2,550.00. The proprietorship has increased, therefore, $45.75 ($2,595.75 — 
$2,550.00). The assets and proprietorship show an increase because the in- 
crease resulting from the transactions is greater than the sum of the de 


creases. 


Exercise 1, Property and Its Ownership 
(ORAL OR WRITTEN) 


t. James Allan, a fruit dealer who owed no debts, had on hand Monday morn: 
ing, April 3, the following assets: cash $900.00, fruit $800.00. What 
was the value of his ownership in these assets? 


2. James Allan, in Question 1, paid $600.00 cash for a delivery truck. 
(a) What effect did this have on the amount of cash he owned? (b) 
How many kinds of assets did he own after this truck was purchased? 
(c) What was the value of his ownership? 


. Saturday night, April 8, James Allan, the fruit dealer mentioned in the 
two preceding questions, had assets as follows: cash $650.00, fruit 
$650.00 and delivery truck $600.00. (a) What was the value of a 
assets Saturday night? (b) How much had they increased? 


. State the nature of the transaction recorded under the equation below: 


CasH $400+Canpby $500+ Equip. $200 = =L. A. ORR, Prop. $1100 
rey —16 + 4. 


. May 1, W. A. Call, a book dealer who owed no debts, owned assets which 
were used in the operation of the business as follows: cash $350.00, 
books $600.00, equipment $100.00. What was his ownership? 


L _— d } 


= \ / 
cy 7 \ 
Ch. 1] \ PROPERTY AND ITS OWNERSHIP a i 


6. W. A. Call received $20.00 for a dictionary which cost $13.00. (a) 


What effect did this transaction have on the asset cash? (b) on the \ 


asset books? (c) on the proprietorship? 

7. Paid $25.00 for a display case. - (a) What effect did this transaction 
have on the asset cash? (b) on the asset equipment? (c) on the 
proprietorship? 

8. Paid $20.00 for services of clerk. (a) What effect did this transaction 
have on the asset cash? (b) on the proprietorship? 

9. November 1, W. A. Crow, a hardware merchant who owed no debts, 
owned assets used Ing pis business as follows: cash $600.00, hardware 
$1,500.00, equipment $300.00. November 30, his assets were cash 
$900.00, hardware $1,100.00, equipment $500.00. Did the operations 

_, of his business result in a profit or a loss? 


Exercise 2, The Effect of Transactions on Property and Its Ownership 

W. R. Allen, owner of a book shop, owed no debts and had on hand, Mon- 
day, June 14, the following assets which were used in the operations of his 
business: cash, $375.00; books, $1,250.00; and equipment, $350.00. Dur- 
ing the week the transactions given below were completed. Prepare equations 
showing (a) the proprietorship at the beginning, and (b) proprietorship after 
each transaction was completed; arrange your work as in the illustration 
at the top of page 6. 


(a) Paid cash, $50.00, for books purchased. 

(b) Paid cash, $15.00, for equipment purchased. 

(c) Received cash, $75.25, for books sold which cost $49.15. 

(d) Received cash, $3.90, for a damaged book which cost $5.00. 
(e) Received cash, $91.50, for books which cost $76.45. 

(f) Paid cash, $15.00, for rent for the week. 


Exercise 3, The Effect of Transactions on Property and Its Ownership 


Monday, June 1, O. R. Bacon, a dealer in used automobiles, owed no 
debts and had on hand the following assets which were used in the operations 
of his business: cash, $2,250.00 and used cars, $3,550.00. During the week 
the transactions given below were completed. Prepare equations showing 
(a) the separate assets and the proprietorship at the beginning, and (b) the 
_ separate assets and the proprietorship after each transaction was completed: 
arrange your work as in the illustration at the top of page 6. 


(a) Paid cash, $350.00, for used Chevrolet. 

(b) Received cash, $600.00, for a used Buick which cost $450.00. 
(c) Received cash, $450.00, for a used Chevrolet which cost $375.00. 
(d) Paid cash, $10.00, for an advertisement in a local newspaper. 

(e) Paid cash, $210.00, for a used Oakland. 

(f) Received cash, $850.00, for a used Packard which cost $675.00. 
(g) Paid cash, $25.00, for rent for the week. 

(h) Paid cash, $35.50, for services of two salesmen. 


/\ 
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Recording the Effect of a Group of Transactions. It is not neces- 
sary to prepare a new equation after each transaction if the information: 
desired is the effect on assets and proprietorship of a group of transactions. 
Thus, if C. W. Dow wishes to know his assets and proprietorship after com- 
pleting the five transactions of May 12, the record in equation form may be 
as illustrated below. For comparison with the illustration, the transactions 
are repeated. 


(a) Began business with cash,$350.00; shoes,$1,800.00; equipment,$400.00. 
(b) Paid $50.00 in cash for shoes purchased. 

(c) Paid $10.00 in cash for equipment. 

(d) Received cash, $125.00, for shoes sold which cost $75.00. 

(e) Paid $2.00 in cash for delivering shoes. 

(f) Received cash, $2.50, for a damaged pair of shoes which cost $4.75. 


Gath $350.00 + Lhoes $/ £00.00 # Cgug.t 00.00 = CU Low, Fhep. S2550.00 


COC, Tr FO:00 
= LF OKDD “— Soa0 8 

+/25,00 = 75.00 ae 50.00 
= 2.00 _ 2.00 
Ta eno a BS — ake Le 7 


Lath SL) 5.50 fF Hroet $1970.25 + Speech, SLS0,00= CHL Lod, S2S9S5.9F 


The assets and proprietorship at the beginning are indicated in equation 
form. The amount involved in each transaction is written on one line under © 
the asset or proprietorship affected. Increases are indicated by the plus 
sign and decreases by the minus sign. 

The increases indicated by a plus sign are added to the amount stated 
in the beginning equation. From this total, the decreases indicated by a 
minus sign are subtracted. The result is the present value of each asset and 
the proprietorship. 


The Account Form. Addition and subtraction were indicated in the 
preceding illustrations by the use of plus and minus signs, but in bookkeeping 
there is a more convenient method of securing the same results. The plus 
and minus sign may be omitted and addition and subtraction indicated by 
position through the use of an account. The illustration 
at the right is a simple form of an account sometimes re- 
ferred to as a ““T”’ account. It will be observed that this 
is a vertical line with a horizontal line above it. An 
account is provided for each element in the equation; 
the name of the element is written above the horizontal line, as Cash in the 
illustration. This name is referred to as the title of the account. 


In the equation, Assets= Proprietorship, the assets are always listed at 
the left and the proprietorship at the right. For this reason it is customary 


CasH 
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to enter assets on the left side of accounts and proprietorship on the right. 
Additions to assets are also entered on the left of asset accounts so that they 
can be conveniently added to the original amounts. Similarly, additions to 
proprietorship are entered on the right of the proprietorship account. 

Subtractions are not immediately deducted from previous entries but are 
entered on the sides of the accounts opposite from the additions since the two 
sides of the accounts are provided in order that subtractions may be listed 
separate from additions. For this reason subtractions from assets are entered 
on the right of the asset accounts and subtractions from proprietorship on 
the left of the proprietorship account. P 

The assets and proprietorship of C. W. Dow and the transactions com- 
pleted May 12 as stated at the top of page 8 and shown in the equations on 
the same page, recorded in account form are as follows: 


Ly 
a 


(vr espn x oes, | Cguchonen La = C.U-Lyrew: Zick. 


75.90 400,00 


2 
LIS 40-00 Ghie kes S0.00 
77917 SF #/e.0 @ we oeloe 


Cath SkIs.50 tLhoes S17 70-2574 Spec. ¥44/0.00 = C Helio: ap $2595.95 


Iilustrations. The method of recording in ‘“T’”’ accounts the infor- 
mation shown in the above illustration is explained in detail in the following 
. paragraphs: 


“C. W. Dow, a retail shoe merchant who owes no debts, has on hand 
Monday morning, May 12, the following assets which were used in the opera- 
tions of the business: cash, $350.00; shoes, $1,800.00; equipment, $400.00.” 


These facts stated in equation form are: 
CasH $350.00 ++SHOES $1800.00 + Equir. $400.00 =C. W. Dow, Prop. $2550.00 


The facts stated in the above equation recorded in account form are: 


CASH SHOES EQUIPMENT C. W. Dow, PRop. 


350.00 1800 .00 400.00 2550 .00 


Each amount on the left of the equation is entered on the left of an ac- 
count form with the title of the asset written above the horizontal line; the 
amount on the right of the equation is entered on the right of an account 
form with the title C. W. Dow, Proprietorship written above the line. 

These four account forms now become accounts because each has infor- 
mation relative to one element of the business recorded in it. The first 
one at the left is the Cash account; the second, the Shoes account; the third, 
the Equipment account; and the fourth, C. W. Dow’s Proprietorship account. 
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The first transaction, ‘Pays $50.00 in cash for shoes purchased’’, decreases 
the asset cash and increases the asset shoes. $50.00 is entered on the right 
side of the Cash account to indicate subtraction, and on the left of the Shoes 
account to indicate addition. When this transaction is recorded, the accounts 
appear as follows: 


CASH SHOES ey EQUIPMENT C. W. Dow, PRop. 
a a ie 
850.00/50.00 1800.00 400.00 2550 .00 
; 50.00 


The second transaction, ‘‘Pays $10.00 in cash for additional equipment 
purchased’’, decreases the asset cash and increases the asset equipment. 
$10.00 is recorded on the right side of the Cash account to indicate subtrac- 
tion and on the left side of the Equipment account to indicate addition. When 
the transaction is recorded the accounts appear as follows: 


CASH SHOES EQUIPMENT C. W. Dow, PROP. 
850 .00/50.00. 1800.00 400.00 les50.00 
10.00 50.00 10.00 


— The third transaction, “Receives $125.00 in cash for shoes which cost 
$75.00’, increases the asset cash $125.00, decreases the asset shoes $75.00, 
and increases the proprietorship $50.00. $125.00 is entered on the left side 
of the Cash account to indicate addition to this asset; $75.00, on the right 
side of the Shoes account to indicate subtraction from this asset; and $50.00, 
on the right side of the account with C. W. Dow, Proprietorship to indicate 
addition. Thus, both the total assets and the proprietorship are increased 
$50.00. When this transaction is recorded, the accounts appear as follows: 


CASH SHOES EQUIPMENT C. W. Dow, Prop. 
850.0050 .00 1800.00 |75.00 = 400.00 2550.00 
125 .00410.00 50.00 10.00 50.00 


The fourth transaction, ‘Pays $2.00 in cash for delivering shoes’, decreases 
the asset cash and does not increase any other asset. The total assets and 
proprietorship are, therefore, decreased $2.00 each. $2.00 is recorded on the 
right (usually referred to as credit) side of the Cash account, and $2.00 on the 
left (usually referred to as debit) side of the account with C. W. Dow, Proprie- 


torship. When this transaction is recorded, the accounts appear as follows: 


CASH SHOES EQUIPMENT C. W. Dow, Prop. 
850.00 /50.00 1800 .00/75.00 . 400.00 | Bk 
125 .00/10.00 50.00 10.00) : are 
200 
: 


The fifth transaction, “Receives $2.50 for a damaged pair of shoes which 
cost $4.75’’, increases the asset cash $2.50, and decreases the asset shoes 
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$4.75. »The total assets and proprietorship, therefore, are decreased $2.25 
each. $2.50 is recorded on the debit (left) side of the Cash account, $4.75 on 
the credit (right) side of the Shoes account, and $2.25 on, the debit (left) side 
of the account with C. W. Dow, Proprietorship. When this transaction is 
recorded, the accounts appear as follows: 


CASH 4 SHOES a EQUIPMENT C. W. Dow, Prop. 

350 .00/50.00 1800 .00}75.00 400.00 2.00} 2550 00 
125 .00)10.00 50.00) 4.75 10.00 2.25; 60.00 
2.50} 2.00 1850.00|79.75 410.00 4.25) 2600.00 


477. 50'62.00 


To provide the information needed for the equation ‘Assets=Proprie- 
torship’, it is necessary to ascertain the difference between the debits (sum 
of the amounts entered on the left) and the credits (sum of the amounts entered 
on the right) of each account. The difference between the two sides of an 
account is referred to as the balance of the account. 


The sum of the debits to the Cash account, $477.50, minus the sum of 
the credits, $62.00, is $415.50, the balance of the Cash account. This balance 
should be the same as the cash on hand, ascertained by count. 


The sum of the debits to the Shoes account, $1,850.00, minus the sum of 
the credits, $79.75, is $1,770.25, the balance of the Shoes account. 


The sum of the debits to the Equipment account, $410.00, is the balance 
of the Equipment account because there are no credits to subtract. 


The sum of the credits to the account with C. W. Dow, Prop., $2,600.00, 
minus the sum of the debits, $4.25, is $2,595.75, the balance of C. W. Dow, 
Proprietorship account. 


These account balances stated in equation form. are: 
CasH $415.50+SHoES $1,770.25+EqQuIp. $410.00 =C.W.Dow, PROP.$2,595.75 


The same information in statement form, that is in the form of an equa- 
tion with addition and subtraction indicated by position, is: 


BEC Re $ 415.50 
OCS. nu 1 « 1770.25 
Equipment. 410.00 
ABSCTS 5) 5a: $2595.75=C. W. Dow, Proprietorship $2595.75 
C. W. Dow is interested in knowing the profit resulting from the group 
of transactions completed. This information may be shown in statement 
form as follows: ; 
Ending Proprietorship ........ $2595.75 
Less Beginning Proprietorship... 2550.00 
INGERR MOLL Me thus Gs feck ah $ 45.75 
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SUMMARY 

Property is needed in the operations of a business. When the owner 
owes no debts, his proprietorship is the value of the property used in his 
business. ‘Transactions cause changes in property values and proprietorship. 

. (The account is a bookkeeping device for indicating addition and sub- 
traction by position) The assets in the equation Assets=Proprietorship are 
recorded on the leff side of asset accounts. The proprietorship on the right 
of the equation Assets=Proprietorship is recorded on the right side of the 
proprietor’s account. 

The term debit describes the left side of an account, and credit, the right 
side of an account. 

Increases in assets are debits because they are additions to the assets 
owned. Decreases in assets are credits because they are subtractions from 
assets owned. ‘ 

Increases in proprietorship are credits because they are additions to the 
proprietorship. Decreases in proprietorship are debits because they are 
subtractions from proprietorship. 

+ The balance of an account is the difference between the two sides. 

The sum of the assets equals the proprietorship when the proprietor 
has no debts to be paid out of the assets. 

\ The profit is the difference between the net investment and the ending 
or present proprietorship. 
Exercise 4, °*T’? Accounts 

(ORAL OR WRITTEN) 


1. How would the facts stated in the equation below be recorded in ‘‘T’”’ 
accounts as illustrated on page 9? 


CasH $400.00-++ Hats $600.00 =A. L. KING, PROPRIETORSHIP $1000.00 


2. If A. L. King paid $100.00 in cash for equipment, what effect would this 
have on the equation stated in Question 1? 


3. How would the facts recorded in the following accounts be stated in 
equation form? L 


uf 


£ M4 AS \ . ' ty r 
Ao” CasH*4 GROCERIES «4 \. EQUIPMENT 4 O. B. Ray, Prop. 
250.50 650 .90 300.00 1201.40 


4. How would the facts shown in the following equation be recorded in “‘T” 
accounts? 


CASH $250.00-+TRUNKS $375.50 =B. C. BEAR, PROPRIETORSHIP $625.50 
—50.00 +50.00 | 


Ch. 
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. Why does the proprietorship decrease when cash is paid for delivering 


merchandise? 


. Why does the proprietorship increase when merchandise is sold at a profit? 


"paw you pay a merchant $6.00 for a pair of shoes which cost him $3.50, what 


11. 


12. 


effect does this have on his assets and proprietorship? 


- October 1, Robert Dunn, a radio dealer, began business with cash, $1,500.00. 


October 31 the asset accounts in which the transactions completed 
during October were recorded show the following balances: 


CASH RADIOS Rost. DuNN, PRop. 


950.00 725.00 


(a) What amount should be recorded in the proprietorship account? 
(b) How much did he make by operating the business during the month? 


. April 1, R. L. Mann, a retail grocer, owned and used in his grocery busi- 


ness the following assets: cash, $1,000.00; groceries, $500.00; delivery 
truck, $600.00. How would these facts be recorded in ‘“T”’ accounts? 


. “Paid cash, $150.00, for groceries purchased.’”’ How would this transac- 


tion be recorded in the accounts required in Question 9? 


“Paid cash, $50.00, for April rent.””, How would this transaction be re- 
corded in the accounts used in the preceding questions? 


“Took for home use groceries which cost $15.00.” How would this trans- 
action be recorded in the accounts mentioned in the three preceding. 
questions? 


Exercise 5, Recording Transactions 


May 1, D. C. Watson, a radio dealer, owned assets used in his business 


as follows: cash, $529.65; radios, $1,223.62; he owed no debts. Record his 
assets and proprietorship, and the following transactions in ‘“T”’ accounts as 
illustrated on page 9. Show the proprietorship and profit in statement form, 
as illustrated on page 11. 


(a) Received cash, $250.00, for a radio which cost $200.00. 

(b) Paid cash, $5.50, to have the radio delivered and installed. 
(c) Paid cash, $350.00, for two radios purchased for sale. 

(d) Received cash, $100.00, for a radio which cost $75.00. 

(e) Paid cash, $5.00, for an advertisement. | 

(f) Received cash, $50.00, for a radio which cost $42.50. 
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Exercise 6, Recording the Effect of a Group of Transactions 


July 12, Miss Ada Gill, an art dealer, owned assets used in her business 
as follows: cash, $365.50; art supplies, $929.65; equipment, $275.00; she 
owed no debts. Record her assets and proprietorship, and the following 
transactions in “T” accounts similar to the illustration on page 9. Prepare 
the two statements showing proprietorship and net profit as illustrated on 
page 11. 


Art supplies may be described by ‘‘Mdse.’’, the abbreviation of merchandise. 


(a) Paid cash, $25.00, for two pieces of tapestry at $12.50 each. 
(b) Received cash, $42.50, for a picture which cost $28.75. 

(c) Paid cash, 50c, for delivering the picture. 

(d) Paid cash, $125.50, for art supplies purchased. 

(e) Received cash, $150.00, for tapestry which cost $95.00. 

(f) Paid cash, $5.00, for an advertisement in the local newspaper. 
(g) Received cash, $125.00, for a statue which cost $85.00. 

(h) Paid cash, $1.00, for delivering the statue. 

(i) Paid cash, $20.00, for rent for the week. 


Exercise 7, Recording the Effect of a Group of Transactions 


October 5, A. B. Harris, a jeweler, owned assets used in his business as 
follows: cash, $895.50; /jewelry, $2,175.00; equipment, $300.00; he owed no 
debts. Record his assets and proprietorship, and the followijg transactions 
in “T”’ accounts similar to the illustration on page 9. Prepare the two state- 
ments showing proprietorship and net profit as illustrated on page 11. 


(a) Received cash, $50.00, for a watch which cost $32.50. 

(b) Paid cash for six watches at $12.25 each. 

(c) Paid cash, $25.00, for rent for the week. 

(d) Received cash, $12.50, for a clock which cost $9.75. ¥ 
(e) Paid cash, 25c, for delivering the clock. , 
(f) Received cash, $12,25, for one of the watches returned. 
(g) Received cash, $22.50, for one dozen silver spoons which cost $17.50. 
(h) Received cash, $150.00, for a ring which cost $69.75. 

(i) Paid cash, $1.25, for having ring engraved. 


You may assume that the engraving was a service necessary to make the sale, 
and record the amount as a decrease in proprietorship. 


(j) Received cash, $80.00, for chime clock which cost $55.00. 
(kx) Paid cash, $15.00, for services of the clerk. 


CHAPTER II 


INCREASES AND DECREASES IN PROPRIETORSHIP 
INCOME AND EXPENSE 


The discussion in this chapter relates to the method of recording increases 
and decreases in proprietorship in accounts with Purchases, Sales and Ex- 
pense. The separate accounts provide the owner with more information than 
when the increases and decreases are recorded in one account with the pro- 
prietor as illustrated in the preceding chapter. 


Income. When cash or other assets are received for merchandise sold, 

the transaction usually results in an increase in assets and ‘proprietorship. 
he increase in proprietorship resulting from the increase in assets is is usually 
referred to as zncome. . 

The method of recording the income at the time of each sale was discussed 
and illustrated in the preceding chapter. This method is satisfactory in that 
it provides information about the increase in proprietorship, but it is not 
commonly followed since it is not practical to figure the profit on each sale 
when hundreds or thousands of sales are made daily. Furthermore, the pro- 
prietor has just as satisfactory information about his business if he knows the 
increase in proprietorship at intervals as he would have if he knew it after 
each sale. 

It is, therefore, customary to record the purchases of merchandise in one . 
account and the sales of merchandise in another and at intervals to deter- 
mine from these accounts the profit made. The intervals may vary in 
length, but are never more than twelve months because the government 
requires annual reports of income. During the period the proprietor knows 
that his income is increasing because of sales, but he waits until the end to 
know the exact amount of the increase. 


Recording Purchases. Each transaction in which cash is paid for 
merchandise purchased results in an increase in the asset merchandise and 
a decrease in the asset cash. The increase in the asset merchandise is recorded 
as a debit to an account with the title Purchases, and the decrease_in-the 
asset cash, as a credit to an account with Cash. 


Recording Sales. Each transaction in which cash is received for merchan- 
dise sold is regarded as an increase in the asset cash and an increase in the 
income. The increase in the asset cash is recorded as a debit to the Cash ac- 

“count and the increase in the income as a credit to the Sales account. The_ 
Sales account is credited since the tendency of income is to increase proprie- 
torship. The income account is therefore debited and credited in the same 
manner as proprietorship; it is credited for ir increases and debited for decreases. 


15 
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Method of Recording Purchases and Sales. The method of recording 
transactions in which merchandise is bought and sold for cash in the manner 
suggested in the preceding discussion is further explained by illustrations. 


A. L. Hope invests $1,000.00 cash in the retail hat business. 
Stated in equation form his assets and proprietorship are: 


CasH $1000=A. L. Hope, PROPRIETORSHIP $1000 


The facts in this equation recorded in account form are: 
CASH A. L. HOPE, PROP. 


1000 .00 1000.00 


During the first week of operations A. L. Hope completes the following 
transactions: 
(a) Pays $600.00 in cash for a stock of hats. 


This transaction results in an increase in the asset merchandise $600.00 
and a decrease in the asset cash $600.00, hence is recorded as a debit to the 
Purchases account and a credit to the Cash account. 

The foregoing accounts with this transaction recorded as suggested are: 


CASH " PURCHASES A. L. Hope, PRop. 


1000 .00/ 600.00 600 .00 1000 .00 


An equation prepared from these account balances is: 


CASH $400-+PuURCHASES $600 =A. L. Hope, Prop. $1000 


(b) Receives cash, $90.00, for hats sold. 


This transaction results in an increase in the asset cash $90.00 and an 
increase in the income sales $90.00, hence is recorded as a debit to the Cash 
account and a credit to the Sales account. 


The foregoing accounts with this transaction recorded as suggested are: 


CASH PURCHASES A. L. Hopr, Prop. SALES 


600.00 600.00 1000.00 


1000.00 
90.00 eo 


1090.00 
An equation prepared from these account balances is: 
CASH $490+PuRCHASES $600 =A. L. Hops, Prop. $1000+SaALES $90 


(c) Pays $180.00 in cash for hats purchased. 

The effect of this transaction is the same in nature as in the first one 
completed, hence is recorded in the same manner, that is, as a debit to the 
Purchases account for $180.00, and a credit to the Cash account for $180.00. 
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The foregoing accounts with this transaction recorded as suggested are: 


CASH ca PURCHASES A. L. Hops, Prop. SALES 
1000 .00 600.00 600.00 1000.00 
90 .00 |180 .00 180.00 ee 
1090.00|\780.00 780.00 


An equation prepared from these account balances is: 
CasH $310-+PuRCHASES $780=A. L. Hop, Prop. $1000+SaALES $90.00 


(d) Receives cash, $128.00, for hats sold. 

The effect of this transaction is the same in nature as in the second one 
completed, hence is recorded in the same manner, that is, as a debit to the 
Cash account for $128.00, and a credit to the Sales account for $128.00. 

The foregoing accounts with this transaction recorded as suggested are: 


CASH PURCHASES A. L. Hops, PRop. SALES 
1000 .00|600.00 600.00 r 1000 .00 90.00 
90 .00/180.00 180.00 4 (MY, 128.00 
128 .00| 780.00 780.00 vy 218.00 
1248 00 Ww 4 


NF Gs 
//An. equation prepared from the Ase account balances is: 


CASH $438-+ PURCHASES $780 =A. L. Hops, Prop. $1000+SALES $218 


This is an equation but it does not show proprietorship since the cost of 
the hats sold is not deducted from the Purchases account. When the cost of 
the hats sold is known, the proprietorship and net profit may be determined. 


Method of Determining Proprietorship and Profit. The Purchases 
account shows the total purchases but some of the goods have been sold. The 
asset value of the merchandise in the store is, therefore, less than the value of 
the goods bought. 

The value of the merchandise in stock is ascertained through taking 
stock. The quantity of each class of merchandise on hand is ascertained by mak- 
ing an actual count. The value of the merchandise is then found by multiply- 
ing the quantity by the cost price. ( The value of this merchandise on hand is 
referred to as merchandise inventory) 

Following this process of taking stock, A. L. Hope finds that he has on 
hand hats worth $625.00. 

The cost of the merchandise sold is referred to as the cost of merchandise 
sold, cost of goods sold, or cost of sales. It is the difference between the total cost 
(balance of Purchases account) and the merchandise inventory. The method 
of ascertaining the cost of merchandise sold for A. L. Hope is as follows: 


Total Purchases (Balance of Purchases account) ....... $780 . 00 
Less Merchandise Inventory (Ascertained by count) 625.00 


Cost of Merchandise eas tM) RR Flt te cee ae $155.00 | 
wt Nea enw em Ls F Onc. Do at a to oF 
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The. increase in proprietorship because of sales is referred to as profit on 
sales. When the cost of merchandise sold is known, the profit on sales may 
be ascertained by subtracting the cost from the total sales. The method 
of ascertaining the profit on sales for A. L. Hope is as follows: 


Total Sales (Balance of Sales account)... $218.00 
Less Cost of Merchandise Sold...... _ 155.00 


POL OM Walesa a. eee ey ree ees -.. » 66.00 

The above statement shows the profit, but the owner is also interested 
in knowing his proprietorship. Since the proprietorship is equal to the sum 
of the assets, the proprietorship is shown in the following equation in state- 
ment form, that is, with addition indicated by position. 


(1) A statement in which Assets = Proprietorship. 
Cash (Cash account) ....$ 4388.00 
Mdse. Inv. (By count) .. 625.00 
BISSOCST es oo ae es $1,063.00 =A. L. H., Prop. $1,063.00 


The proprietorship is now greater than before the transactions were 
completed because of the profit made on sales. The cost of merchandise sold 
is shown in the statement at the bottom of page 17 and the profit on sales, 
in the statement at the top of this page. The same facts may be shown in one 
statement, as follows: 


(2) A statement showing cost of merchandise sold and profit on sales. 


Sales (Sales aceotint) \./2.:s2bacar ces oe Bese eacetae $218.00 

Purchases (Purchases account)........... 780.00 
Less Mdse. Inventory (By count).... 625.00 

Cost. of Merchandise: Sold gaa. ees eee ee 155.00 
Profit, on Sales toh ete Se ee $ 63.00 


/ The first statement shows the proprietorship and the second shows the 
reason for the change in proprietorship. A third statement which proves the 
correctness of the previous calculations may be prepared as follows: 


(3) A statement showing proof of proprietorship. 


Beginning Proprietorship .............. $1,000.00 
Profit-on Salése.. 4... 2. -.. 10a Geeneene 63.00 
Present Proprietorship. . ... 7s $1,063 .00 


It will be observed that the proprietorship found by adding the beginning 
proprietorship and the profit is the same as that found by adding the assets. 
This is true since the profit comes from the increase in assets, that is, from 
selling goods for more than their cost. Ascertaining the same proprietorship 
by the two methods proves the correctness of the calculations. The second 
method also shows how the increases come about, and thus provides the pro- 
prietor with that information not given by the equation in which assets equal 
proprietorship. 


™ 


} a faz i wae Yt? tA, A vy. 
: aw yey _ Caadr of Pariah: Aged Yo f-"C7 Wi AmAbhfe 
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SUMMARY 


fr he merchandise inventory is ascertained by counting the merchandise 
in stock./The cost of merchandise sold is the difference between the balance 
of the Purchases account and the merchandise inventory. The profit on 
sales is the difference between the cost of merchandise sold and the balance 
of the Sales account. An equation in which Assets = Proprietorship can be 
prepared from the balances of the asset accounts and the amount of: the mer- 
chandise inventory. 


= Exercise 8, Purchases and Sales 
- (ORAL OR WRITTEN) 

1. Robert Clark invested $500.00 in cash in a retail candy business. 
How will this be stated (a) in equation form? (b) in account form? 


2. Robert Clark paid $300.00 in cash for candy purchased. How will 
the effect of this transaction on the preceding equation be stated (a) in equa- 
tion form? (b) in account form? 


3. Robert Clark received cash, $10.00, for sales of candy. How will the 
effect of this transaction on the equation in Question 2 be stated (a) in equa- 
tion form? (b) in account form? 


4. Robert Clark paid $50.00 cash for equipment. How will the effect of 
this transaction on the equation given in answer to Question 3 be stated (a) 
in equation form? (b) in account form? 


5. The purchases and sales made during the month of May by Albert 
Baum, a retail florist, are shown in the illustrations at the right. (a) How much 


were the total purchases during the ee ee seas 
month? 2{b) How much were the ——7———— 

total sales during the month? (c) 150.00 160.00 
What was the cost of the flowers a 180 00 
sold, if $200.00 worth of flowers were 200.00 120.00 


? 


on hand at theend of the month? 
(d) What was the profit made by selling flowers during the month? 


6. The Purchases account in the illustration at the left shows a record 
of the purchases made during the month of July, by O. R. 


PURCHASES 
300 00 Daley, a hardware merchant. The value of the merchan- 
650.00 dise on hand, July 31, was $900.00. What was the cost 
aon 00 of the merchandise sold? 


7. During the month of July, O. R. Daley (Question 6) made a profit 
of $300.00 on merchandise sold. (a) What was the balance of the Sales 
account? (b) Was it a credit or a debit balance? 


8. How will the following equation be recorded in accounts? 


CAsH $250.00 +PURCHASES $400.00 =O. C. Orr, Prop. $500.00 +SALES $150.00 
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. Exercise 9, Purchases and Sales 


Record the following transactions in “T’’ accounts with Cash, Purchases, 
J. W. Miller, Proprietorship, and Sales as illustrated on page 17. 
(a) J. W. Miller invested cash, $2,000.00, in the retail grocery business. 
(b) Paid cash, $1,250.00, for stock of merchandise. 
(ec) Received $89.50 in cash for merchandise sold. 
)+(d) Paid cash for twelve dozen eggs at 35c per dozen. 
(e) Paid $11.00 in cash for 25 Ibs. of butter. 
(f) Received $127.50 in cash for merchandise sold. 
_(g) Paid $1.20 in cash to a customer for two pounds of butter returned. 


Debit Sales to record the decrease in sales and credit Cash to record the decrease 
in the asset cash. 


(h) Paid $56.75 in cash for merchandise tae 
(i) Received $2.00 in cash for a part of the merchandise returned. 


Debit Cash to record the increase in the asset cash and credit Purchases to record 
the decrease in the purchases. 


Cash balance $895.85. 

Value of merchandise in stock $1,171.65. 

Show in statement form similar to the illustrations on page 18: 
(1) Assets = Proprietorship. 
(2) Cost of Sales and Profit on Sales. 
(8) Proof of Proprietorship. 


v Exercise 10, Purchases and Sales 


Record the following transactions in “‘T’’ accounts with Cash, Purchases, 
B. H. Young, Proprietorship and Sales as illustrated on page 17. 

(a) B. H. Young invested $500.00 in cash, in a delicatessen store. 

(b) Paid $350.00 in cash for merchandise purchased. 

(c) Received $32.50 in cash for sales of merchandise. 

(d) Paid $14.75 in ‘cash for merchandise purchased. 

(e) Received $35.50 in cash for sales of merchandise. 
~~ 4(f) Paid 80c in cash to a customer for one pound of boiled ham returned. 

(g) Paid $4.50 in cash for one box of grapefruit. 

(h) Received $42.50 in cash for sales of merchandise. 

Cash balance $240.45. 

Value of merchandise in stock $314.30. 

Show in statement form similar to the illustrations on page 18: 

(1), Assets = Proprietorship 
- (2) Cost of Sales and Profit on Sales. 
(3) Proof of Proprietorship. 
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v Exercise 11, Profit on Sales 


(1) On a sheet of paper ruled with columns similar to the form below 
copy the figures given and fill in the blank spaces. 


Cost Profit 
| Purchases | Inventory of Sales | Sales on Kale 
(a) $2250 SRGOOM le Ore te we $2500 
(b) PaO: Elie BS 5, Oly cetom eae agen toe iat 2150 $250 
(G)e vite. eee 550 $ 740 1200 See ee 
(d) 3500 OU ANE teen an le 216 Dee leer ee 
(ear e ee 1227 2650 0s. (Rae ae 565 
(f) 2R00RE aut e DObOreal te ee 740 


(2) Show the purchases and sales in the first two problems recorded in 
“T”’ accounts with Purchases and Sales. 


DECREASES IN PROPRIETORSHIP 


Expense. When cash is paid for rent, salaries, telephone, or similar serv- 
ices, the transaction results in a decrease in the asset cash and a decrease 
in proprietorship. {The term expense is used to describe decreases in proprietor- 
ship resulting from the giving of assets by the business for services rendered 
to it. : 

In the preceding chapter decreases in proprietorship because of cash paid 
for expenses were recorded as debits to the account with the proprietor. The 
same effect may be obtained by recording transactions of this nature as debits 
to an account with the title Expense and credits to the Cash account. 

All expense is regarded as a decrease in proprietorship, hence the Expense 
account is debited in the same manner as the proprietor’s account would be 
debited if expenses were recorded in the proprietorship account. 


Accounts with Expense. Should the owner wish to know the cost of 
each kind of service rendered to the business, the decreases in proprietorship 
because of expenses may be classified and recorded in separate accounts with 
appropriate titles. Thus, if he wishes to know the amount paid as salaries, 
the title of this account is Salary Expense. If he wishes to know the amount 
paid for rent, the title of this account is Rent Expense. 

Usually when separate accounts are provided for two or more classes of 
expense, an additional account is necessary in which to record expenses of a 
miscellaneous nature. The title of this account is Miscellaneous Hxpense or 
General Expense. 

_ When the expenses are recorded in separate accounts, the sum of the debit 
balances of these accounts will be the same as would be shown by the balance 


of the one expense account. 
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Method of Recording Increases and Decreases in Proprietorship. 
The method of recording transactions in which cash is paid for merchandise 
purchased, cash is received for merchandise sold, and cash is paid for operating 
expenses* is further explained by the following illustrations. 


L. B. Carr buys and sells automobile tires for cash. Monday morning, 
June 5, he has cash, $1,250.00. Stated in equation form his assets and pro- 


prietorship are: 


CasH $1250.00=L. B. CARR, PROPRIETORSHIP $1250.00 


The facts in this equation recorded in accounts are: 
CASH L. B. CARR, PROP. 


1250 .00 1250.00 


During the week he completes the following transactions: 


(a) Pays cash for 100 tires, $875.00. 
After this transaction is recorded, the accounts are as follows. 


CASH Fs PURCHASES L. B. CARR, PROP 


1250 .00/875 .00 875.00 1250 .00 


(b) Pays $50.00 in cash, rent for the week. 
The Cash account is credited to record the decrease in the asset cash, 
the Expense account is debited to show subtraction from proprietorship be 
cause of the decrease in the asset. 


After this transaction is recorded, the accounts are as follows: 


CASH 2a PURCHASES A L. B. Carr, PRop. - EXPENSE 
1250 .00|875 .00 875.00 1250.00 50.00 
50.00 


(c) Receives cash, $325.00, for 25 tires at $13.00 each. 
After this transaction is recorded, the accounts are as follows: 


CASH aif PURCHASES a L. B. Carr, PRop. 
1250 .00}875 .00 875.00 1250 .00 
825.00} 60.00 
SALES ie aed EXPENSB 
325.00 50.00 


*Only one expense account is here used for expenses. The method of reco 
rding operatin 
costs in seibrate expense accounts will be developed in succeeding lessons. Se 
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(d) Pays $62.50 in cash for 25 tubes at $2.50 each. 
After this transaction is recorded, the accounts are as follows: 


CASH is PURCHASES L. B. Carr, PRop. 
i] 
1250 .00 |875 .00 875.00 1260.00 
825.00} 50.00 62.50 
62.50 
SALES EXPENSE 
325 .00 60.00 


(e) Receives cash, $145.00, for 10 tires at $18.00 and 5 tubes at $3.00 
After this transaction is recorded, the accounts are as follows: 


CASH a PURCHASES L. B. CARR, PROP. 
1250 .00 |875.00 875.00 1250.00 
325.00} 50.00 62.60 
145.00} 62.50 
SALES EXPENSB 
325.00 50.00 
145.00 


(f) Pays $25.00 in cash for an advertisement of a bargain sale 
After this transaction is recorded, the accounts are as follows: 


CASH PURCHASES L. B. Carr, PRopP. 
—---- SS 
1250 .00 |875 .00 875.00 1250.00 
825.00} 50.00 62.50 
145.00} 62.50 
25.00 
SALES EXPENSB 
pres 
325.00 50.00 bes 
145.00 25.00 = 


(g) Receives cash, $657.50, as a result of the bargain sale, for 55 


tires at $11.50 and 10 tubes at $2.50. 
After this transaction is recorded, the accounts are as follows: 


CASH PURCHASES L. B. Carr, PROP. 
1250 .00/875.00 875.00 1250.00 
325.00} 50.00 62 .50 
145.00; 62.50 
667.50| 25 00 
SALES EXPENSE ; 
825.00 50.00 
145.00 25.00 
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(h) Pays $62.50 in cash for clerks’ salaries. 
After this transaction is recorded, the accounts are as follows: 


CASH PURCHASES LL. B--CAaRE, PROE: 
ae —— = et 
1250.00) 875.00 875.00 1250.00 
825.00} 50.00 62.50 
145.00 62 .50 937.60 


657.50} 25.00 
2377.50| 62.50 


1075.00 
| 
SALES EXPENSE 
825.00 50.00 
145.00 25.00 
657 . 50 62 .50 
1127.60 137.60 


L. B. Carr wishes to ascertain his proprietorship Saturday night. Before 
ascertaining proprietorship it is necessary to prove that the cash on hand 
agrees with the balance of the Cash account, and to take stock of the mer- 
chandise on hand. 

A count of the cash on hand showed $1,302.50, which agrees with the bal- 
ance of the Cash account. The merchandise inventory ascertained by a count 
of the tires and tubes on hand shows the following: 


10 tires, cost $8.75 each ......... $ 87.50 
10 tubes, cost $2.50 each........ 25.00 
SOAS sets Uae See cee $112.50 


There is no account with which the value of the merchandise inventory, 
$112.50, can be checked the same as cash. For this reason, it is customary 
in some lines of business to provide a record of the number of units purchased 
and sold so that the merchandise inventory may be checked with the number 
of units remaining unsold. The chief objection to this supplementary record 
is the expense because of the clerical work necessary to maintain it. When 
the supplementary record is not maintained, it is necessary to accept the value 
of the inventory as correct. 


An equation prepared from the balances of the accounts shown at the 
top of this page is: 


CasH $1302.50+ PURCHASES $937.50=L. B. Carr, Prop. $1250.00+SALES 
$1127.50 —EXPENSE $137.50 


This is an equation because the sum of the two amounts on the left side 
of the equality sign equals the sum of the first two amounts on the right side 
minus the third amount. This, however, is not an equation in which “Assets = 


Proprietorship” because the cost of the tires and tubes sold has not been 
recorded. 


Ch. 2] INCREASES AND DECREASES IN PROPRIETORSHIP 25 


Ascertaining Proprietorship and Profit. As explained on page 17, the 
proprietorship may be ascertained from the account balances in the equa- 
tion and the merchandise inventory. The three equations in statement form 
prepared from this equation in the same form as those on page 18 are as follows: 


(1) A statement in which Assets = Proprietorship. 


Cash (Cash account)........ $1,302.50 
Mdse. Inv. (See list, page 24) 112.50 
TotabAsscts42. 425. is. $1,415.00 =L. B. C., Prop. $1,415.00 
(2) A statement showing cost of sales, profit on sales and net profit. 
Sales. (Salés account), ses eon oa: ks $1,127.50 
Purchases (Purchases account) .............. $937.50 
Less Mdse. Inventory (See list, page 24).. 112.50 
Costorsbirex pon nae hee. Stee 825.00 
PLO DG ON ACS denies, Sie. ae hay 302.50 
Less Expenses (Expense account)............ 187.50 
Net POR 38 l. Ossett te oe aoe ae $165.00 


This statement shows the profit on sales ascertained in the same manner 
as in the second statement on page 18, also the net profit, The net profit is 
ascertained by deducting the expenses from the profit on sales. 


(3) A statement showing proof of proprietorship. 


L. B. Carr, Beginning Proprietorship........ $1,250.00 
PRORA TOM an ere og acant oat ai 165.00 
L. B. Carr, Present Proprietorship.......... . $1,415.00 


The fact that the proprietorship resulting from the sum of the assets is 
the same as the proprietorship resulting from adding the net profit to the 
beginning proprietorship indicates that the calculations are correct. At the 
beginning, the sum of the assets equals the proprietorship. As a result of the 
transactions completed, the assets increase the same amount as the income 
increases and the assets decrease the same amount as the expense increases. 
Because of these facts, the proprietorship shown by the sum of the assets 
should be the same as the proprietorship shown by the net investment plus 
the net profit. 


SUMMARY 
The sum of the assets at the beginning of business equals the sum of the 
proprietorship when there are no debts. When cash is received and paid in all 


transactions, each transaction results in one of the following: 
(1) A decrease in one asset and a corresponding increase in another asset. 


Wy A | ' my 
ein tA Le in se: sje = Delle 
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(2) An increase in one asset and a corresponding increase in income. 

(3) A decrease in one asset and a corresponding increase in expense. 

Each transaction is recorded so as to show the changes in assets, assets and 
income, or assets and expense. This record is made in the following manner: 

(1) Increases in assets and increases in expense are recorded as debits in 
the appropriate accounts. 

(2) Decreases in assets and increases in income are recorded as credits 
in the appropriate accounts. 

Proprietorship may be ascertained from the balances of the asset ac- 
counts and the merchandise inventory ascertained by count. 

The cost of sales is the difference between the balance of the Purchases 
account and the closing merchandise inventory. 

The profit on sales is the difference between the balance of the Sales ac- 
count and the cost of sales. 

The net profit is the difference between the profit on sales and the bal- 
ance of the Expense account. 

The discussion in this chapter relates to the method of ascertaining pro- 
prietorship when the cost of sales is to be recorded after a number of sales 
have been made. The method of recording the cost of sales and recording 
the net profit in the owner’s proprietorship account is explained in a sub: 
sequent chapter. 


Exercise 12, Income and Expense 
(ORAL OR WRITTEN) 


lL. (a) Describe the transaction which resulted in the information contained 
in the accounts at the right. ae SALES 
(6) Which account records the eee 
asset? (ce) Which account the 35.50 135.50 
income? ' 

2. J. L. Ray began business with a cash investment of $1,000.00. State 
his proprietorship (a) in equation form; (b) in account form. 

Dimes. Ray paid $50.00 for rent. State the effect of this transaction on the 
preceding equation (a) in equation form; (b) in account form. 

A eds L. Ray paid $600.00 for merchandise purchased. State the effect of 
this transaction on the preceding equation (a) in equation form; (b) in 
account form. 

SSR bed Ths received $300.00 for merchandise sold. State the effect of this 
transaction on the preceding equation (a) in equation form; (b) in 
account form. 

6. J. L. Ray wishes to know his proprietorship after the transactions are 
completed. The cash on hand is $650.00, and the merchandise inven- 
tory, $400.00. (a) What is the cost of the merchandise sold? (b) What 
is the profit on sales? (c) What is the proprietorship of J. L. Ray? 
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7. July 1. Mary L. Davis, owner of the Candy Kitchen, owned assets which 
she used in the operations of the business as follows: cash $680.00 and 
equipment $500.00; she owed no debts. At the end of July the account 
balances resulting from the transactions completed during July were as 


follows: 
CASH PURCHASES EQUIPMENT 
ae aP 
905.00 | ~ 650.00 500.00 
| 
Mary L.DAVIs,PROP. Ke SALES EXPENSE 
1180.00 1000.00 125.00 


Miss Davis wishes to know her proprietorship July 31. The cash on 
hand agrees with the balance of the Cash account. The merchandise 
inventory is $100.00. (a) What is the cost of the merchandise sold? 
(b) What is the profit on sales? (c) What is the net profit? (d) What 
is her proprietorship July 31? 


8. The balances of the Purchases and Sales accounts as a result of purchases 


and sales made by A. L. Ball, a DEeeAene ee 
retail merchant, are shown in 
the accounts at the right. 1450 .00 1675.00 


The merchandise inventory is 
$450.00. (a) What is the cost of sales? (b) What is the profit on sales? 


9. The results of the cash transactions completed by A. B. Crowe during 

the month of June are shown in the following equation: 
CASH $800.00-++-PURCHASES $1200.00=A. B. CROWE, PRop. 
$650.00+SALES $1500.00 —-EXPENSE $150.00. 

A. B. Crowe wishes to ascertain his proprietorship June 80, and his profit 
for June. The cash on hand agrees with the balance of the Cash account. 
The merchandise inventory is $200.00. (a) What facts will appear in 
an equation which shows “Assets=Proprietorship?” What is (b) the 
cost of sales? (c) the profit on sales? (d) the net profit? 


10. State the amounts omitted from the columns below: 


‘ Net 
Purchases Sales Inventory Fenn Pasa Expense Profit 
(a) $1200 GU Uses (Mme LOO WOE he ihe watatig a Nin. svere francs SLOOGs Ohaus os amas 
Go) ee oR ee 2100 700 STOO MAN eietesmtdes te als Ch OUOS Es | canteen 
(ce) TUCKUCOUE Wiles cs 0 he fo rel Reece mere tera 1200 $300 LOOSE woeneee ee: 
(COLAC: cecamaeeanerene 500 600 SOQ Ream eas vee ces FOO Me tts ns 
(e) 320 Ocean ener Aer | ale his aise 2700 900 BHO Mae, ok 


t 
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‘ Exercise 13, Recording Transactions 


J. A. Lamb, a butcher, had the following assets on Monday morning, 
November 12: cash, $462.50; equipment, $800.00. He owed no debts. Dur- 
ing the week he completed the following transactions: 

(a) Paid Sander Packing Co. $68.75 in cash for meat purchased. 

(b) Received cash for meat sold, $42.50. 

(c) Paid cash for additional equipment Dtirclased) $5.00. 

(d) Paid Swift Co. $57.25 in cash for meat purchased. 

(e) Received cash for meat sold, $94.47. 

»(f) Paid cash for rent for the week, $20.00. 

(g) Paid Meyer Packing Co. $72.95 in cash for meat purchased. 

(h) Received cash for meat sold, $204.05. 

(i) Paid cash to clerk for services, $12.50. 

Value of meat on hand, $25.60; cash on hand, $567.07. 

Instructions. (1) Record the assets and proprietorship Monday morning 
and the transactions completed during the week in “T” accounts with Cash, 
Equipment, J. A. Lamb Proprietorship, Sales, Purchases, and Expense. 

(2) Show proprietorship, net profit, and proof of proprietorship in state- 
ments as illustrated on page 25. 


- Exercise 14, Recording Transactions 


Miss Maud Davis, a dealer in flowers, began business Monday morning, 
July 6, with cash $327.50, and equipment $275.00; she owed no debts. Dur- 
ing the week she completed the following transactions: 


(a) Paid cash for flowers purchased, $35.25. 

(b) Paid cash for weekly rent, $18.50. 

(c) Received cash for flowers sold, $31.85. 

(d) Paid cash for flowers purchased, $27.50. 

__(e) Paid cash for flowers returned to her per agreement, $1.25. 

(f) Paid cash for flowers and express charges, $25.50. 

(g) Received cash for flowers sold, $62.55. ay at 

(h) Paid cash for flowers purchased, $37.50. 

(i) Received cash for flowers sold, $64.55. 

(j) Paid cash for flowers purchased, $28.75. 

(k) Paid delivery boy $16.45 in cash for weekly salary and car fare. . 

(1) Paid cash for additional equipment, $50.00. 

(m) Received cash for all the remaining flowers sold, $91.40. 

A count of the cash showed the amount on hand to be $337.15. 

Instructions. (1) Record the assets and proprietorship Monday morning 
and the transactions completed during the week in*“T” accounts with Cash, 
Equipment, Maud Davis Proprietorship, Sales, Purchases and Expense. 


(2) Show proprietorship, net profit, and proof of bone in state- 
ments as illustrated on page 25. 


{ A / ; 
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CHAPTER III 
THE JOURNAL AND JOURNALIZING 


The accounts discussed in the preceding chapters provide the proprietor 
of a business with valuable information about assets, proprietorship, income, 
and expense. Additional information may be needed. The discussion and 
illustrations in this chapter relate to a method of securing some of this addi- 
tional information. 


Journal. Full information about transactions may be provided by 
recording them in a book referred to as the journal. In this book each trans- 
action may be entered as it occurs together with the complete details. The 
details include the date, the accounts affected, the amounts, and any necessary 


explanation. : re 
The journal is sometimes referred to as «oo of viinal nrg because 
transactions are first recorded in it and then~transferred to the accounts 


in a separate book. The journal is ruled so that the entries can be made 
and transferred most conveniently. Spaces are provided for the dates, the 
account titles, the amounts and the explanations. 

The illustration below shows a typical journal form. The illustration on 
page 32 shows a similar form with a number of transactions recorded on it. 
The account to be debited and the amount, and the account to be credited 
and the amount are indicated by position. 

The amount to be recorded on the debit side of an account is entered in 
the first money column and the title of the account written on a line with it 
and at the left. The amount to be recorded on the credit side of an account 
is entered in the second money column and the account title written at the 
left but indented. The column at the left marked “L. F.” is used when the 
amounts are being transferred to the accounts. 


- . - ( 
WWW" WDate ANY, Ld/v 
¥ _Credit 


Debit _ 


—= — = = ———— 


F\Name of Account Debited 
Name of Account Credited 
Explanation of the transaction. | 


(Date of next entry) 


The succeeding entries on the page are 
bats in the same manner as the first entry 


Dollars Cts. 
Dollars |Cts. 


| 


Illustration 1, One Form of Journal Ruling 
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Journalizing. (The transactions are recorded chronologically, that is, in 
the order of their occurrence.) Each transaction is recorded at the time it is 
completed. The purpose of the entry for each transaction is to state the changes 
in the assets and proprietorship so that they may be transferred to the accounts. 
The equation “Assets = Proprietorship’’’is used as a basis for determining the 
entries to record the proprietorship at the beginning, and each transaction 
completed. The explanation should be sufficient to verify the statement of 
debits and credits. 


January 2. L. B. Allen invested $1500.00 in the flour business. 
This investment stated in equation form is: 


CasH $1500.00=L. B. ALLEN, PROPRIETORSHIP $1500.00 


The facts stated in this equation recorded in account form require a debit 
to the Cash account for $1500.00 and a credit to the proprietorship account 
for the same amount. The January 8e 
illustration at the right : 5 
shows the method of stat- Gash co skeen 
ing these same facts in | L. B. Allen, Prop...... 
| 


the journal. The debit a heer ens Fang 
to the Cash account is 

indicated by placing the amount in the first thoney column and writing the 
name of the account at the left. The credit to the proprietorship account is 
indicated by placing the amount in the second money column and writing 
the title of the account at the left but indented so as to indicate the credit. 
The explanation should include the necessary information to show that the 
changes in assets or assets and proprietorship have been correctly interpreted 
and recorded. 


January 2. Paid cash for rent for J anuary, $50.00. 


As this transaction increases the expense and decreases the cash, it is 
necessary to debit the Expense account and credit the Cash account for 
$50.00. The entry made on the page of the journal which contains a record 


January 2, 19 of the investment is in the 

i = ae SS ee illustration at the left. 
= : ier 1500/— | Pees The date of the second 

Invested $1500.00 cash transaction is written in 

in the flour business. the center of the page on 

9 the line below the explan- 

eee See Oren Ss | 50 |— a ation of the first trans- 

Paid Jan. rent of store. action. This avoids the 


possibility of overlooking 
the debit to Expense when transferring the amounts to the accounts; it also 
serves to separate the transactions. The name of the month is not repeated. 
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Jan. 3. Paid $1,192.50 for 150 barrels of flour at $7.95. 

This transaction increases the purchases and decreases the cash. To record 
this transaction it is nec- January 2, 19 
essary to debit the Pur- = eae 
chases account and credit | 
the Cash account. The 
required entry on the same 
page of the journal in 
which the two preceding 
transactions were recorded 
is illustrated in the third 
entry at the right. The 8 


ets MURS aly IRONS 6 congo 1500 j— 
Invested $1500.00 cash | 
in the flour business. | 


‘ IPorchases er cera eee 1192 60 
debit to the Purchases ac- Cash ee eee tere 1192 60 
count records the increase Paid cash for 150 bbls. 


of flour at $7.95 per bbl. 


in purchases, and the cred- 
it to the Cash account records the increase in the asset cash. 


Jan. 5. Received $746.25 for 75 barrels of flour at $9.95. 


This transaction increases the cash and increases the Sales. To record 
January 2, 19 this transaction it is nec- 
a teary to. debity, the, Cash 


| | Cas ashe. 4 > ee ee | 1500| —|| 1500 account for $746.25 and 
; “Invested $1500.00 cash | | : credit the Sales account 
in the flour business. i for the same amount. The 
) 2 , required entry in journal 
Be eye ee es 50 —| hy form on the same page of 
| Per ane vent oe ator | | the journal in which the 
) 3 | three preceding transac- 
Dean 72 Pll rig2|e0 tions were recorded is il- 
a Paid cash for 150 bbls. | | Justrated in the fourth 
of flour at $7.95 per bbl. entry at the left. The 
2h ae ane | 146 |25 debit to the Cash account 
AES oan ee Se eee 746/25 records the increase in the 
Be Bane ie | asset cash, and the credit 
| to the Sales account, the 

i increase in sales. 


During the remainder of January, L. B. Allen completed the following 
transactions: 

10. Paid $914.25 for 115 barrels of flour at $7.95 per barrel. 

14. Received $348.25 for 35 barrels of flour sold at $9.95 per barrel. 

16. Paid cash for January telephone services, $4.50. 

20. Received $626.85 for 63 barrels of flour sold at $9.95 per barrel. 

31. Paid $86.50, delivery charges on flour sold. 

The four transactions illustrated on pages 30 and 31 and the additional 
transactions given above, are shown recorded in the illustration on page 32. 
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Illustration 2, Journal 
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7 i U 7 | 
SUMMARY 


(The journal contains a chronological record of the transactions dompiticn) 
The information relative to each transaction includes the date of the trans- 
action, the name of the account debited and amount, the name of the account 
credited and amount, and the explanation. 

ee PE the accounts to be debited and credited and recording the 
transaction in journal form is referred to as journalizing: 

Increases in assets and increases in expense are debits. 

Decreases in assets and increases in income are credits. 

Each entry in the journal is an equation. The assets increase the same 
amount as the assets decrease, the assets increase the same amount as the 
income increases, or the expenses increase the same amount as the assets 


decrease. 


Should the increase in assets in a transaction be greater than the decrease in assets, 
the excess is income; if the increase is less than the decrease, the difference is expense or cost. 


J } 
Exercise 15, Journalizing <_/ 
(ORAL OR WRITTEN) 


State the journal entry necessary to record each of the following cash 
transactions: 
mie wr 


Ar 


. January 2. Paid $50.00 for January rent. 

. May 9. Received $37.50 for merchandise sold. 

. June 7. Paid $150.00 for merchandise pelea 
. July 16. Paid $20.00 for services of clerk. 

. October 1. D. A. Hall invested $1,200.00 in the retail shoe business. 

. January 11. Paid $10.00 for advertising. 

. March 12. Received $75.00 for merchandise sold. 

. December 16. Paid $200.00 for merchandise purchased. 

. State as fully as possible the explanation needed to complete the record 
journal for each of the following transactions: 


WOOonNrtInniFrwnre 


5 
ct 
Se 
fer) 


April 1, 19 Le ___April 4, 19 


(a) | Cash $1200 .00 (e) | Cash $125.50 
O. C. Day, Prop. $1200.00 Sales $125.50 


1 5 
(b) | Rent Expense 20.00 (f) | Purchases 115.35 
Cash 20.00 Cash 115.35 


2 6 
Purchases 927.65 (g) | Cash 125.75 
Cash _ 927.65 Sales . © 125.75 
3 6 

(d) | Cash 87.50 (h) | Salary Expense 12.50 
Sales : 87.50 Cash 12.50 


(ec 


Ww 


ee 


es 
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’ Exercise 16, Journalizing 


Journalize the following transactions completed by R. L. Dunn during 
the month of May; the figures at the left are the days of the month. 
1.) Invested $2,500.00 in cash in the retail clothing business. 
7. Paid $1,500.00 for a stock of merchandise. 
Paid $100.00 for May rent. 
10. Received $250.00 for merchandise sold. 
12. Paid $15.00 for services of clerk. 
18. Received $215.65 for merchandise sold. 
25. Paid $1.50 for cleaning store. 
28. Received $165.25 for merchandise sold. 
31. Paid $18.50 for services of clerk. 


co 


‘ Exercise 17, Journalizing 


Journalize the following transactions completed by Miss Alma L. Manley 
during the first week in June. 
1: Miss Alma L. Manley invested $500.00 in cash in the retail florist business. 
1. Paid $390.50 for stock of flowers. 
1. Paid rent for the week, $15.00. 
3. Received $88.50 for sales of flowers. 
4. Received $106.50 for sales of flowers. 
5. Paid $12.50 for flowers purchased. 
6. Received $25.00 for flowers sold. 
6. Paid $1.00 for delivering the flowers sold today. 
6. Paid $12.50 for services of clerk. 


Exercise 18, Journalizing 


The equation below, which is similar in form to that at the top of page 8, 
shows the proprietorship at the beginning of business in the morning and 
eight transactions completed in one day. The nature of each transaction is 
indicated by the position and plus or minus signs. 

Instructions. Journalize the assets and proprietorship and each of the 
eight transactions. Use your name as proprietor and the current date. The 
first expense item. was rent Bnd the last one, clerk’s salary. 


CaAsH $2000-+ PURCHASES haekee = PROP. $2000-++SALES _... —- EXPENSES .... 
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CASH $1085 -+ PURCHASES $1275 = Prop. $2000+SaLES $428 — EXPENSES $68 


CHAPTER IV 
THE LEDGER, POSTING AND THE TRIAL BALANCE 


The information desired by the owner of a business is obtained from the 
account balances. When the transactions are recorded in a book of original 
entry, it is, therefore, necessary to transfer them to accounts. The discussion 
in this chapter relates to the method of transferring the information recorded 
in the journal to the accounts in the ledger. 


(The Ledger is a group of accounts containing a record of all transactions 
in account form/ The information in each account may be recorded on a card, 
on a loose sheet punched to fit a binder or on a page in a bound book. The 
ledger, therefore, may be a group of cards, a number of loose sheets in a binder 
or a bound book. A book with pages ruled in account form is also referred to 
as a ledger. 

The account form in the previous illustrations provides for recording 
debits and credits and the amount involved, but does not provide for all the 
ded information. For this reason, the ledger is usually ruled with columns 
he date of the transaction, the explanation, the page of the book of original 
and the amount. The information recorded in an account should be 
suchsthat it will not be necessary to refer to the journal in order to determine 
the meaning of an account balance or the information recorded in it. 

The illustration below shows one form of ledger ruling and the illustration 
on page 39 a group of accounts composing a ledger. Three vertical lines in 
the center separate the debits and credits. The use of each column on the 
left (debit) and right (credit) of this division line is newest in the illustra- 
tion below. 


TITLE OF THE ACCOUNT 
(Debits) _ " es _(Credits) _ 


Book zs he Orig. Entry 


| | bt | | 
= 
|: 


Book aa Orin. Entry 


Illustration 3, One Form of Ruling for a Ledger 
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Posting from the Journal. (The process of transferring the informa- 
tion recorded in the journal to the accounts in ithe ledger is referred to as 
postings The purpose of posting is to summarize in the ledger the changes 
in-assets and proprietorship as recorded in the journal. 

When all transactions have been posted, the ledger will contain the same 
information as the journal but in account form. If posted correctly, the sum 
of the debit balances of the accounts will equal the sum of the credit balances. 


Opening an Account in the Ledger. Accounts are usually opened in the 
ledger as they are needed at the time of posting. The account is opened by 
writing the title of the account as in the illustration on page 39. It will be ob- 
served that the account title is written on a line provided for it and centered 
so that it will be an equal distance from the left and right sides of the page. 


Illustration of Posting. The process of posting is illustrated in the fol- 
lowing paragraphs. The journal entries used are the first two in the illustra- 
tion on page 82. The pages in the folio columns of the journal and ledger refer 
to the illustrations on pages 38 and 39. 


The illustration at the 
; ae PAGE 38 January 2, 19 
Tight shows ile firsts \OUr =) - 
nal entry and the results 89| Cashyrd. bid eauae ae ae 1500 — | 
; : 39] “LSB. Allen, Prope.c-.o: «- ) |} || 1500|— 
of posting this entry The Invested $1500.00 cash / | bods 
amounts were posted in in the flour business. ) a 
the order stated in the | ' fae 
journal, that is, (a) debit _PAGE89 OAS 2s ee ee 
itceniake eel i ee hae Sm FS 
entry, and (b) credit en bee 138 1500|— | 
try. The posting was com- | eS — ) 
pleted in the following pagprag L. B. ALLEN, PRop. 
manner: ————S if —— — i . a lli9 | 1 = — a. > ee = 
(1) The entry on the | } | jiJan.| 4 38 1500 — 
| 


first line in the journal in- | / ) 
dicated that the Cash account was to be debited for $1,500.00. An account 
was opened in the ledger with Cash and the amount. ($1,500.00), the date 
(Jan. 2), and the page of the journal (38), were written in the appropriate 
columns on the debit side. Completion of the posting was indicated in the 
journal by writing the page (39) of the ledger in the folio column on the line 
with “Cash”. 

The page of the journal was written in the folio column of the ledger for 
reference and the page of the account in the ledger was written in the journal 
to indicate the posting. 

(2) The entry on the second line in the journal showed that the account 
with L. B. Allen, Prop., was to be credited for $1,500.00. An account was 
opened in the ledger with L. B. Allen, Prop., and the amount ($1,500.00) 
the date (Jan. 2), and the page of the journal (38) were written in the appro- 
priate columns on the credit side. The posting was indicated in the journal 


Ui 
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by writing the page (39) of the ledger in the folio column of the journal on 
the line with “L. B. Allen, Prop.”’. 

The illustration at the left shows the second journal entry in Illustration 2 

and the accounts in the ledger after the second entry was posted. The posting 
was as follows: 

eae cl] | a sect 

Bibel Callie aWtea sos i Carers | _ 50 — opened with Expense and 

| | Paid Jan. rent of store. | | | | the amount ($50.00), the 

date (Jan. 2), and the 


G89 ee CASH journal page (88) written 
19 | | ak Ge oor ae |e a eal a. in the appropriate columns 
aos Ad al es sa cha 33) - on the debit side. The 
posting was indicated b 

_PAGE39 LB. Autex, Pron, writing “39”, the ledger 
a eS oe ee ae 38 1500 Page of the account in the 

| ane Me wil ree | folio column of the journal 
PAGE 39 eeeeoe at the left of “Expense’’. 


7 | r | ; 1 7) 1 (2) The amount ($50.00), 
yaa 2/Rent (38 50/— | | | / the date (Jan. 2), and the 
ry page of the journal (88) 
were written on the credit side of the Cash account already opened. The 
posting was indicated in the journal by writing “39” the page of the ledger in 
the folio column of the journal at the left of ‘Cash’. 3 

The ledger on page 39 shows the posting of all eutries in the journal on 
page 32. This journal, after the entries are posted, is shown on page 88. 
The process of posting each amount was as explained in the previous dis- 
cussion and in the summary which follows. 


SUMMARY OF POSTING 


It will be observed from the two illustrations that the posting is completed 
in the following manner: 

(1) Post the amount of the debit entry. Open the account if it is not 
already opened in the ledger. 

(2) Post the date including the year, month and day of the month for the 
debit entry. The year and month are not written or dittoed if either is in the 
account as a result of previous posting. 

(3) Post the page of the book of original entry to the folio column in the 
ledger. 

‘ (4) Write the page of the account in the ledger in the folio column on 
the line with the name of the account in the journal. This shows that the 
amount has been posted and where it has been posted. 

The credit amount in each entry is posted in the same order as the debit 
amount: first, the amount; second, the date; third, the page in the journal; 
and fourth, the page of the ledger to the journal. 
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Illustration 4, Journal After Posting 
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Illustration 5, Ledger Resulting from Posting Illustration 4 


The information written in the explanation column of the Expense ac- 
count describes the nature of the expense. Separate accounts may be kept 
with each class of expense if desired as explained on page 21. 


Proof. The bookkeeper is interested in knowing that he has followed 
the directions for posting as indicated by the entries in the journal. Since 
the debit amount in each journal entry equals the credit amount, it is quite 
evident that the total debits in the ledger should equal the total credits or 
the total of the debit balances should equal the total of the credit balances. 
The method of effecting this proof is through the Trial Balance. 

Trial Balance. A list of the accounts in the ledger with the total debits 
and the total credits or the account balance written on the line with the account 
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is referred to as a Trial Balance. Its purpose is to prove the equality of debits 
and credits in the ledger. Two columns are provided for amounts, one in 
which to enter debit totals or debit balances and one in which to enter credit 
totals or credit balances. 

The illustration below shows a Trial Balance with debit and credit totals 
prepared from the ledger on page 39. This is referred to as a Trial Balance 
of Totals. The sum of the debit totals equals the sum of the credit totals 
which indicates that the ledger is in balance, that is, the debit amounts equal 
the credit amounts. 

The amounts stated in this Trial Balance are the small figures which 
show the totals of columns in the ledger. The figures in the column at the left 
of the account titles are the page in the ledger on which the accounts appear. 
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Illustration 6, Trial Balance of Totals 


- The illustration below is a Trial Balance of Balances prepared from the 
ledger on page 389. With the exception of cash, the amounts are the same 
as those in the Trial Balance above; the amount on a line with Cash is the 
difference between the debit total and the credit total. This is the amount 
shown in small figures in the explanation column on the debit side of the 
Cash account; if desired, this subtraction may be shown in pencil in the 
explanation column of the account. 


(oe, Cle lawns 
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Illustration 7, Trial Balance of Balances 
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Hither form of Trial Balance is satisfactory, but since the account balance 
more often expresses its real meaning, it is better to use the balance of each 
account when preparing the Trial Balance. 


{Unless otherwise instructed, the student will use the balance of each account 
when preparing a Trial Balance 


Trial Balance Out of Balance. When the total of the amounts entered 
in the first column of the Trial Balance does not equal the total of the amounts 
entered in the second column, the Trial Balance is said to be owt of balance. 
A Trial Balance out of balance indicates an error or errors in 

(1) Journalizing;. 

(2) Posting; — ; 

(3) Addition and subtraction in the accounts; d-vv4 

(4) Listing the account balances on the Trial Balance; or f 

(5) Addition of the Trial Balance. 

To detect the error or errors it will be necessary to check the work; this 
is usually done in the reverse of the order in which it was first completed. 

The Trial Balance will not detect errors in principles. This further em- 
phasizes the importance of understanding the meaning of assets, proprietor- 
ship, income and expenses, and the changes in these elements brought about 
through transactions completed. In other words, the Trial Balance proves 
only that the ledger is in balance. 


Ascertaining Proprietorship. Either Trial Balance illustrated is an 
equation because the sum of the debit amounts equals the sum of the credit 
amounts. Neither of these Trial Balances, however, will show an equation 
in which ‘‘Assets=Proprietorship’”’ because the cost of the merchandise sold 
has not been recorded. Proprietorship and net profit may be ascertained 
from the account balances on the Trial Balance and the merchandise inven- 
tory through equations as illustrated on page 25. 

L. B. Allen wishes to ascertain his proprietorship and net profit January 
31. It will be necessary to prove the cash and ascertain the merchandise in- 
ventory before this information can be secured. 

A count of the cash January 31 showed $973.60. This agrees with the 
balance of the Cash account as stated on the Trial Balance. The merchan- 
dise inventory ascertained by a count is $862.45. 

An equation prepared from either Trial Balance on page 40 is: 

CaAsH $973.60=L. B. ALLEN, Prop. $1500.00+SALES $1721.35 — 
PURCHASES $2106.75 — EXPENSES $141.00 

The account balances are arranged in the order in which they appear in 
the ledger on page 39. The Purchases and Expense accounts each have a 
debit balance which means that if placed on the left side of the equation, 
they would be indicated by a plus sign or on the right side of the equation 
by a minus sign. 


A2 BOOKKEEPING AND ACCOUNTING [Ch. 4 


The following equations in statement form show L. B. Allen’s proprie- 
torship, his net profit, and a proof of the proprietorship. 
(1) A statement showing Assets = Proprietorship. 


Cash (Cash account) = 222-3 $ 973.60 
Mdse. Inv. (Flour on hand) 862.45 
Assets 237+ eae $1836.05=L. B. Allen, Prop. $1836.05 
(2) A statement showing profit on sales and net profit. 
Sales’ (Gales:account)ii>. aoe iss eee eee $1721.35 
Purchases (Purchases account)......... $2106.75 
Less Mdse. Inventory (Flour on hand) 862.45 
Costrof' Flour Sold... 0 aoe ee ac oe eee 1244 .30 
Profit: on Saléssi7U Ola Le. Se ee ATT .05 
Less Expenses (Balance of Expense account) .....~- 141.00 
Net-Profitae., lauieenc: eee % i.) A ee 336.05 


(3) A statement showing proof of a ae 
Beginning Investment (Proprietorship acct.).. $1,500.00 


INGE PROTIt rs ahaa cocks tee ee 336.05 
Present Proprictarsuip.c. .. 6 .\sen ese ee ee $1,836.05 


SUMMARY OF ACCOUNTS 


At the beginning of the business, the sum of the balances of the asset 
accounts equals the balance of the proprietorship account. Transactions pro- 
duce changes in the nature and amount of the assets and in the amount of 
the proprietorship. These changes are recorded on the debit and credit sides 
of the accounts affected. 

Increases in assets and increases in expense are debits. 

Decreases in assets and increases in income are credits. 


The purpose of the accounts in the ledger on page 39 may be briefly 
summarized as follows: 


The Cash Account is a record of the changes in the asset cash. It is 
debited with the increases, $3,221.85, and credited with the decreases, $2,247.75. 
The debzt balance, $973.60, is an asset, and is proved by counting the cash. 


L. B. Allen, Prop., Account is a record of the investment. It is 
credited with the beginning investment $1,500.00. The credit balance shows 
the net investment. 


The Sales Account is a record of the income through sales. It is 
credited with the increases, $1,721.85, the selling price of the merchandise 
sold. The credit balance shows the net sales. 


When it is desired to ascertain the proprietorship, the cost of sales is 
deducted from the Sales account to ascertain the profit on sales. 


LO 
6° 
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The Purchases Account is a record of the merchandise purchased for 
sale. It is debrted with the increases, $2,106.75, the cost price of merchandise 
purchased. The debit balance shows the net purchases. 

When it is desired to ascertain the proprietorship, the value of the mer- 
chandise inventory is subtracted from the total purchases to ascertain the 
cost of sales. 


The Expense Account is a record of the expenses of operating the 
business. It is debited for $141.00, the increases in expenses, because increases 
in expenses are decreases in proprietorship. The debit balance shows the total 
expense to be subtracted from the profit on sales to ascertain the net profit. 


Exercise 19, Postihg and Trial Balance 
(ORAL OR WRITTEN) 


-1. How will each of the entries below be posted? 


April 1, 19 April 4, 19 
j 
‘Cash 900 % Cash 250 — || 
L. B. pile Prop. | 900|— Sales |250|— 
5 
Expense 25|—_} Purchases 100|\— 
Cash || 25|— Cash 100|— 
3 || 8 
Purchases 475|—|| Expense 12/50 
Cash igh == Cash 12|50 


2. If the Sales account shows a balance of $1,265.50 and the amount is 
entered on the Trial Balance as a credit of $1,256.05, what effect will 
this error have on the Trial Balance? 


3. R. A. Byer, to whom merchandise was sold for cash, returned a part of 
the merchandise and $2.00 cash was paid him for it. Through error, 
the bookkeeper debited the Purchases account. (a) What effect will 
this error have on the total debit column and the total credit column of 
the Trial Balance? (b) What effect will it have on the balances of the 
Purchases and Sales accounts? 


4. The Expense account shows a balance of $22.50. This is listed on the 
Trial Balance in the credit column. What effect will the error have on: 
the Trial Balance? 


5. Cash, $10.16, was paid for expenses and recorded in the journal shown 
at the right. What 
effect would it have 16 a 
on the Trial Balance | 
if the bookkeeper 
failed to post (a) the debit entry? (b) the credit entry? (c) both the 


debit and credit entries? 
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6. The bookkeeper for a local drug store which does a cash business counts 


cash at the end of the day and finds there is $1.00 more cash on hand 
than shown by the balance of the Cash account. (a) What effect will 
this error have on the Trial Balance? (b) What are some of the reasons 
for an error of this kind? - 


7, How does the bookkeeper prove the balance of the Cash account? 
8. (a) What is the purpose of the Trial Balance? (b) What does it prove? 
9. If the two sides of the Trial Balance are not equal, how may the book- 


keeper detect the error? 


10. May 31, the balance of the Purchases account is $1,485.60, the balance of 


the Sales account is $2,355.40, and the merchandise inventory ascertained 
by count is $125.00. (a) What is the cost of goods sold? (b) What 
is the profit on sales? 


Exercise 20, Journalizing, Posting and Trial Balance 


Journalize the following transactions, completed by L. J. Craig during the 


month of May: 


. L. J. Craig invested $1,200.00 in the office supplies business. 

. Paid rent for May, $65.00. 

. Paid cash for merchandise purchased, $651.50. 

. Received cash for sales of merchandise, $216.40. 
. Received cash for merchandise returned to the one from whom it was 


purchased, $21.65. 


. Paid cash for merchandise purchased, $213.00. 

. Received cash for sales of merchandise, $327.50. 

. Paid cash to clerk for salary to date, $37.50. 

. Paid A. C. Day $2.50 for merchandise which he returned. 

. Received cash for sales of merchandise, $265.55. 

. Paid the clerk $37.50, salary for the second half of the month. 


A count of the cash showed a balance of $1,024.10; the value of the mer- 


chandise ascertained by taking stock was $335.75. 


Instructions. (1) Post the journal entries (allow ten lines for each ac- 


count), and take a Trial Balance. The accounts should be arranged in the 
same order as in the ledger on page 39. 


(2) Prepare statements showing (a) the present proprietorship, (b) net 


profit, and (c) proof of proprietorship in the same form as shown on page 42. 


Exercise 21, Posting and Trial Balance 


The journal in the illustration on page 45 contains a record of the transac- 


tions completed by A. H. Cowen, a retail clothing merchant. Post to accounts 
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with Cash (10), A. H. Cowen, Prop. (4), Sales (6), Purchases (6) and Expense 
(5); the figures in parenthesis indicate the number of lines required for the 


account. 


Enter the page of the text (45) in the folio column of the ledger 


but do not enter the page of the ledger in the folio column of the journal unless 
instructed to do so. Take a Trial Balance. 


October 1, 19 


| 


CEI ea iy BL eS ne ee nd 
NoPE GOWEL EL LO Dep emer ooo Magee eure ea as Ce 
Investment in the retail clothing business. 
2, 
HEAD CAN aerate peer se ee, Sei ER ae onic, EES A 
COE) oN Fee, | A tee. eS oie: Mae ene ae ea 
Paid October rent 
5 
NEWER VEER, 5B Sty SG DORA se ORO Re TREN Choc eh ete ee 
Cas perenne re rete. Votre 21 tae ohn dice. 
Paid cash for merchandise purchased 
8 
(ELS ee 2 Sek IE teen ote Sie Re eri, Mr ey ol 
Sill CS EER Sees MME. Syn KEN AEE. iy Snes... pt ara Receives Ai 
Received cash for merchandise sold 
13 * 
IP MIECHASES ete tare Eee cise eee ois cans ic Hey ae a eis tema gs 
LORS i. Og Ae ee Re ks, en NE geo agen een ee 
Paid cash for merchandise purchased. 
15 
HEED A SOS ee PN Seen Pe PP re ME gs oy SPER EN ETC con aGealal Sor 
(GEE SS. ya, Ae Aly oR ate oan ER Weer ek Ae a ae 
Paid cash for merchandise purchased. 
18 
as LEE os Se er eC Lot ete acon 2 eee ah 
Oe eS. ge Seles ee 2s, San ee 
Received ah for merchandise sold 
22 4 
Shyer eles See OR 747 oe Ree eee a Pe ia, eee 
(EUG oe aap ede io thre ie 5&0 as gear aaa a Paras Miestcsth 
Paid cash for merchandise returned. 
26 
GE PTE tity e ee nats Tipiaiene elvis eralailaaiene 
RL Cx ee ee ORNs a SR, One oo) 0. c04. SkN © sus yacht out 
Received cash for merchandise sold 
29 
GUE VEE) cece cea Gh tne EN ONEROR e SEAOERE oire SS CC REEIE IAL hc Scan Az 
COPS ed, Screen IR a Oe Cree ee ERI ee RT: 
Paid cash for merchandise returned 
31 
ECG NCCP a le Sicre’ » che caso 6 Ahech at eae MMRE Ge da+ oo. ehahnare 
Garman gen hate ee Fone, 4 oe 


Paid clerk for October services. 
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Exercise 22, Journalizing from the Ledger 


March 1, Martin L. Dailey invested $2,000.00 in the retail furniture 
business. His investment and the eleven transactions completed during the 
month of March are shown recorded in the following ledger: 


CASH 
< 
19 [= s-] iis ea 
Mar. |°1 1112000 =| Mar. | 2 1], 90/— 
8| 1|| 871/50 3 1}/1650 | — 
10 Ba Basia 5 : 2 15 
12 1|) 65)— 15 os 
18 2|| 292 | 50 || Zl g 2 6|50 
25 2\| 350150} 30 2 50 |— 
i i! / 
MarTIN L. DAILEY, PROP. 
| 19 
| Mar. i 1}|2000 | — 
¥ SALES 
19 We I | 
Mar. |27| Return 2 5|50|||Mar. | 8 1|| 371/50 
12 1} 65|/— 
18 2} 29250 
25 2)| 350; 50 
I 
XK PURCHASES 
19 19 i 
Mar. | 3 F 1||1650 | —|| Mar. |10] Return 1 11) 75 
5 | Freight 1 set | 
* EXPENSE 
19 
Mar. | 2| Rent 1); 90\— 
15 | Salaries 1 50 |— 
30 | Salaries 2 50 |— 


i 

Instructions. (1) Record Bb A le form the same information shown in 
this ledger, arranging the transactions in the order of their completion, begin- 
ning with March 1. For example, the transaction of March 1 requires an entry 
in which Cash is debited and Martin L. Dailey, Prop., is credited for the in- 
vestment; the transaction of March 2, an entry in which Expense is debited 
and Cash is credited because of payment of cash for March rent; the transac- 
tion of March 3, an entry in which Purchases is debited and Cash credited 
because of cash paid for merchandise purchased; the transaction of March 5; 
an entry in which Purchases is debited and Cash credited because of payment 
of freight, ete. 

(2) The cash on hand is $1,227.00; prove this to be correct by com- 
paring it with the balance of the Cash account. 

(3) Take a Trial Balance. 


CHAPTER V 
SALES FOR CASH AND ON CREDIT 


The discussion in the preceding chapters referred to the information 
needed by the owner when cash is received for all merchandise sold at the time 
of the sale. When cash is not received at the time of the sale, additional infor- 
mation is needed. The nature of this additional information and the method 
of securing it are discussed in this chapter. 


Sales on Credit. There are two principal methods of selling; (a) for cash, 
and (b) on credit. When cash is received at the time the sale is made, the 
transaction is referred to as a cash sale. When cash is not received for the mer- 
chandise sold at the time of the sale, but instead is to be received later, the 
transaction is referred to as a charge sale, a sale on credit or a sale on account. 

The one to whom merchandise or service is sold is referred to as a cus- 
tomer. The customer from whom cash is received at the time of the sale is 
a cash customer; the customer from whom cash is received at a date later than 
the date of the sale is referred to as a charge customer. 

When a charge sale is made, a definite time for collection is expressed or 
implied. With retail merchants the implied time is usually the first of the 
month following the date of the sale. With a wholesale merchant the time 
is usually stated in definite terms, that is, a designated number of days after 
the date of the sale. Thus, a sale made by a retail merchant on April 17 will 
be due May 1; a sale made by a wholesale merchant on April 14 with terms 
“30 days’’ will be due May 14. 


Information Needed in Connection with Charge Sales. When cash 
is received from a customer at the time the sale is made, it is not necessary to 
record the name of the customer because the exchange of merchandise for 
cash completes the transaction. 

When the customer takes the merchandise and agrees to pay for it in 
the future, it is necessary to record (a) the date of the sale, (b) his name and 
address, (c) a description of the article or articles sold, (d) the amount of 
the sale, and (e) the terms. 

When cash or other assets are received from a charge customer for part or 
all of his indebtedness, it will be necessary to record the date, his name, and 
the amount of cash or other assets received. 

The information regarding charge sales referred to in the preceding para- 
graphs may be obtained through an account with each charge customer. The 
record of the transactions with a charge customer must be such that the bal- 
ance of his account will show the amount he owes and the due date of each sale. 
The title of the account will be the name and address of the charge customer. 


AT 
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\ An account with a charge customer is referred to as an account pew t 
It is an asset since it has a definite cash value and will later be exchanged 
for the asset cash. The sum of the balances of all accounts with charge cus- 
tomers is known as the asset Accounts Recezvable. 


Recording Cash and Charge Sales. A cash sale results in an increase 
in the asset cash and an increase in the income sales, hence requires a debit to 
the Cash account and a credit to the Sales account. 

A charge sale results in an increase in the asset accounts receivable and 
an increase in the sales, hence requires a debit to the account with the charge 
customer (an asset) and a credit to the Sales account. 

Cash or other assets received from a charge customer for a part or all of 
his account constitute an exchange of one asset for another of equivalent 
value. Cash or the asset account which records the increase is debited and 
the account with the charge customer credited. 


March 1. R. L. Haynes, a retail dealer in trunks and bags, 
has the following assets which are used in his business: 
Cash $1,000.00, trunks and bags in stock $650.00. 


Stated in equation form his assets and proprietorship are: 
CasH $1000.00+ MDpsE. INVENTORY $650.00 =R. L. HAYNES, Prop. $1650.00 


The illustration at the right shows the facts stated in this equation re- 
corded in journal form. 


_M 
The reason for the debits ——S arch ty. 19, =] a 
: | ) 
and credit has been pre- | 50) Cash... 0.00... eee even. | 1000, — | 
viously explained. A jour- 50 | Mdse. Inventory... | 650 = | 
00] 9 uk. Laaynes,, Prop.4 23.) | || 1650|;— 


nal entry with more than ee ower is the | | 
one debit or more than business on this date. | il ! 
one credit is referred to i 1 
as a compound journal entry. : 


March 7. Sold R. C. Dunn, 200 Main St., City, one trunk 
$30.00 and one bag $12.00; terms, 10 days. 


This transaction increases the asset accounts receivable (R. C. Dunn) and 
increases the sales, $42.00. The journal entry to record the transaction 


aan | is in the illustration at 


a 
50. j 
50 R.C, Dunn, 200 Main St... Phasitett “hepa ae 


ee cc 
Sold 1 trunk, $30.00; 1 ) | with R. C. Dunn is deb- 
| bag, $12.00 ; terms 10 days. | _ ited to record the in- 


crease in assets and the 
Sales account credited to record the increase in the sales. 
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March 8. Received $75.00 in cash from Miss Annie Bates for a 
wardrobe trunk sold her today. 


This is a cash sale, hence results in an increase in the asset cash and an 
increase in the sales. The illustration at the right shows the journal entry for 
recording this transaction. 


The i 8 | 
Dg Ses eae 1150| Cashee. «ica aidieadl’ 75|—| 
debited to record the in- PSO ime Sales ee 7. = oh he ee hat Gia 
crease in the asset cash Sold 1 wardrobe trunk | | 
for cash. \ 
and the Sales account | 
credited to record the in- 


crease in sales. The name of the customer is not recorded on the ledger be- 
cause it is a cash sale. 


March 10. R. C. Dunn returned the bag sold him on the 
7th and was allowed a credit of $12.00, the sale price. 


The amount R. C. Dunn owes the business is reduced by $12.00; hence, 

this transaction results in a decrease in the asset accounts receivable (R. C. 
Dunn) and a decrease in the sales. The illustration at the left shows the 
10 ag ’ i journal. entry for record- 

| or Ae ing ‘this transaction. The 

Returned bag bought — Sales account is debited 

on 7th and allowed credit | £4 to indicate the subtraction 

for sale price. | iat in the Sales account. The 

account with R. C. Dunn is credited to show the subtraction in his account. 


b0jae RC Dunnes £6...) .. 


March 11. Sold R. C. Dunn, one bag, $32.50; terms, 30 days. 


This transaction increases the asset accounts receivable (R. C. Dunn) and 
increases sales the same amount. The illustration at the right shows the jour- 
nal entry for recording 


E - 11 | 7 
this transaction. The Iso R. C, Dunn... cece, | 32 | | 

i Gy Dunns FAD Mealuinnt Pin6) sae aie | 82)50 
pebiey to 8 . b= Sold 1 bag, $32.50; terms I 1 
account records the in- | | 80 days. / | / 
crease in the asset ac- | fe ' 


counts receivable and the credit to the Sales account, the increase in sales. 


March 17. Received $30.00 cash from R. C. Dunn in pay- 
ment of the balance due on the sale of March 7. 


This transaction increases the asset cash and decreases the asset accounts 
.receivable (R. C. Dunn). 
The illustration at the 


17 | | | 
| 30'|— left shows the journal en- 
| 


BOW Cas heepretestn ce met leet cre ss 80 |— 
50 Onion) \ .cpemerces mrcites so. « 
Received cash for bal- | | 


try for recording the 


ance dueon sale of March 7. j 
transaction. The Cash 
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account is debited to record the increase in the asset cash and the account 
with R. C. Dunn is credited to record the decrease in the amount to be col- 


lected from him. 


The Ledger at the right shows the results of posting the six journal en- 
tries on pages 48 and 49. The account with R. C. Dunn shows (a) his 


name and address, (b) two Giga 
sales, one on the 7th and io 1 1 ae cit = 
the other on the 11th, Mar. 4 48 1000 — ) 
(c) terms on each sale, (d) he | ral Lh Ge a ) | 
page of the book of origi- ae rss Gel | | 
nal entry for reference if 
the items sold to him are —____ Sa 200 Main St., ¢ City 
desired, (e) return of a yf 710 da. 48 42 — Mar.(10|Ret““t49|| 12/— 
part of the merchandise 1180 da. 49 82 60 17] 49 30 — 
with page of the journal if ! | / Oe pas =). 
a description of the article ‘MERCHANDISE INVENTORY 
returned is desired, and 1d liana Die te ns ae 
(f) collection of balance Mar. 1) 48, 650. - ) | 
due on sale of March 7. 

The account with a ‘R. L. soe PROP. 
charge customer is ruled ae ee Oe Sere © ke oO 
at the point where it | ce 1} 48 1650 — 
balances on the same blue 
line ,oti-each side ag. @x-) ==> Ge 8 ae ORR) eee 
plained on page 55. In 19 / :| |19 ) 
he illustration at the asia cael ves ek a q| . 1 
right, it is not possible to | 5 || pee 137 5049 32 50 


rule the line exactly op- ro. 
posite because two collections equal one charge, and a second ad! was 
entered before the final collection. 

The account with a customer should contain all the information needed 
by the one who is authorized to extend credit to him, with page references 
for additional information if desired. The charge customer who pays his 
obligations in accordance with the terms will establish a good credit rating. 


A Trial Balance prepared from the account balances in the above ledger 


is in the illustration at R. L. HAYNES 
the right. This ‘Lrial TRIAL BALANCE, March 17, 19 
Balance shows that the ———= aoe —— ———— 
Pie ctriie Cebit bulanens ‘50 Cash. os eeeeeeee reese | | Ble ) 
‘ «Gs DUNT Stare ree 2 50 
of the accounts in the 50| Merchandise Inventory.... 650/— 
ledger 18 equal to the sum 60) R. L. Haynes, Prop leieiie wer eyes || ) 1650; — 
50 t Salesieigig 38 in ee eee 137 50 


of the credit balances. : 


es =. 


he ae = Sipe 
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The account balances on this Trial Balance may be stated in equation 
form, but the equation will not show “Assets=Proprietorship” because the 
cost of sales has not been recorded. 


If the cash on hand proves with the cash record and the value of the 
merchandise inventory, March 17, is $600.00, the following statements may be 
prepared from the account balances on the Trial Balance and the merchan- 
dise inventory. These three statements provide present proprietorship, net 
profit, and proof of the proprietorship. 


(1) A statement showing ‘‘Assets = Proprietorship”’: 
Gash Set 12 al $1105.00 
Accounts Receivable. 32.50 
Mdse. Inventory .... 600.00 


Total Assets...... $1737.50 =R. L. Haynes, Prop., $1737.50 


(2) A statement showing profit on sales and net profit. 
SEN FESla tN ge ETE ey ain ee = ns Be $ 187.50 
Merchandise Inventory (Trial Balance) ...$650 00: 
Less Merchandise Inventory 3/17....... 600.00 


COs OL leTCDandise Old se... ca eck eek re 50.00 
Prony Ol Sales. hee 3. ee te ee ee ae 87.50 


There were no purchases, hence the cost of sales is the difference between 
the beginning and ending inventories. = 


a a 


(3) A statement showing proof of proprietorship. | NOLEN 
R. L. Haynes, Beginning Proprietorship........... $1650.00 


Pron ias Born Wide eed eee ke cl Autos Sad ak 87.50 
R. L. Haynes, Present Proprietorship............. $1787.50 


Exercise 23, Sales for Cash and on Credit 
ae (ORAL OR WRITTEN) 


Rei4a 
dl “Received cash $55.00 for merchandise sold.” State the journal 
entry required to record this transaction using the current date. 


a2. “Sold J. L. Way on credit 3 gallons floor varnish @ $2.25 per gallon.” 
State the journal entry required to record this transaction. 


-~3. “L. B. Johnson, a charge customer, returned to us merchandise, $2.50.” 
State the journal entry required to record this transaction. 


4. How will the amounts in the equation below appear in the accounts? 


CasH $250.00+C. H. Lay $50.00+PurcHAsES $300.00 =A. J. KNIGHT, PROP. 
$350.00-+SALES $300.00 —EXPENSE $50.00 
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5. (a) What entry in the journal was required to record the debit and 
credit shown in the two : 1B. JORNSON City 
accounts at the right? 5 = z 
(b) Is L. B. Johnson a Cet, | | | 
| ry | 


Be 


charge customer or a cash 
customer? (c) How much SALES 
i | | 19 


does L. B. Johnson owe? 
| | ost 
6. (a) What entry in the journal was required to record the debit to 
the Cash account and 
CASH credit to the account with 


5 85 


19 S. B. MeGuire in the illus- 
July 5 | J 568 tration at the left? (b) 
What effect does this 
paueticGuEe City transaction have on the 
1 19 ; ? 
June 25 "| 55 | 851 July 5 | 9| 55/85 @Ssets and income: 


’ Exercise 24, Journalizing, Posting and Trial Balance 


Walter Marx completed the following transactions during September. 
1. Invested $2,500.00 in cash in the retail hardware business. 
2. Paid September rent, $110.00. 
3. Paid $1,850.00 for merchandise. 
10. Paid $112.50 for merchandise. 
12. Sold R. L. David, 410 Spring St., City, on credit, 10 kegs of nails, $46.00. 
18. Received $625.20 for cash sales to date. 
15. Paid $65.00 for services of clerks. 
715. Sold Arthur Moore, 219 Long St., City, on credit, 1 dozen Yale locks at 
$1.25 each; 1 hatchet, 90c; 1 keg of nails, $4.25. 
18. Received cash from R. L. David in full for sale of Sept. 12. 
20. Gave Arthur Moore credit, for 90c, one hatchet returned by him. 
23. Sold Doyle Construction Co., Danville, on credit, 3 dozen picks at $7.50 
per doz., 1 dozen shovels, $17.50, and 25 kegs of nails at $4.10 per keg. 
26. Received $19. 50 cash for merchandise returned to the seller by agreement. 
29. Received cash for one-half of the sale to Doyle Construction Co. , Sept. 23. 
30. Received $531.25 for cash sales to date. 
30. Paid $65.00 for services of clerks. 


Instructions. (1) Record each of these transactions in the journal and 
post. Arrange the accounts as illustrated on page 50; allow nine lines for 
Cash, eight lines for Sales, and five lines for each of the other accounts. 

(2) Prove cash; balance on hand, $1,590.70; and take a Trial Balance. 


(3) Prepare statements showing proprietorship, net profit, and proof as 
illustrated on page 51; merchandise inventory, $1,132.55. 


\ ae 
Se 
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Note Receivable. [A writieh promise received from a charge | pastomet 

for a part or all of his indebtedness as shown by his account is referred to as 

a note receivable] The one who signs the note is referred to as the maker, and 

the one to whom it is payable, as the payee. The date the note is due is re- 

ferred to as the maturity of the note. 


A note receivable is an asset for in it the charge customer promises to 
pay cash at a future time. The note receivable, therefore, has a definite 
value to the business. Its asset value is ordinarily considered to be the amount 
promised by the debtor, that is, the amount stated in the note. This amount 
is referred to as the face value of the note. The sum of the face value of all 
notes receivable belonging to the business is the asset Notes Receivable. 

The usual purpose of a note receivable is to allow additional time for 
collection of the amount due from the charge customer The discussion of 
notes receivable in this chapter relates to transactions with charge customers. 
Notes received and given for other purposes will be explained later. 


Recording a Note Receivable. When a note receivable is received 
from a charge customer, the transaction results in an increase in the asset 
notes receivable and a decrease in the asset accounts receivable. An account 
with the title Notes Receivable is debited for the face of the note to record 
the increase in the asset notes receivable. The account with the charge cus- 
tomer is credited to record the decrease in the asset accounts receivable. 

Receiving a note from a charge customer does not cancel the amount 
to be collected from him but only extends the time for making collection. 
It changes the nature of the asset from accounts receivable to notes receivable. 
When cash is received from a charge customer for the face value of the note, 
the transaction results in an increase in the asset cash and a decrease in the 
asset notes receivable. When cash is received for the note, the note is marked 
“Paid” and returned to the charge customer. 


May 15. David B. Russell, a retail merchant, received from 
L. A. Burns, a charge customer, a note receivable for 
$185.63. - 
The note receivable referred to in this transaction is in the illustration at 
the right. L. A. 
Burns, the charge 


customer, prom- § us ob promise tospeayy to | 
‘ c AL 5h IA. Pe. J fi ) ax ( 


ises to pay $185.63 

in 80 days. This ls as Jy. 

promise is made Sayable al. Z, Lig Wa tiioraa 

May 15, hence will WViyleeton tte uutiesds De: Pe io 

be due June 14. § fe 16 Gi Creal eee GHB. : 
L. A. Burns still (bacco eS ee Se eas 
owes the amount, ; 

but the debt is now in the form of a written promise, and is payable, not nec- 
essarily to David B. Russell, but to the person owning the note when it is due. 


54 BOOKKEEPING AND ACCOUNTING [Ch. 5 


The three illustrations at the right marked (a), (b), and (c) show the 
following information: 


(a) The account with (a) L. A. BURNS 182 Second St. 

L. A. Burns. 19 | Ee = ie aie Wh = 
. Ma 1 45 150 — eu 

(b) The journal entry y | 9 ri) 35 63 & | | 
to record the increase in 1 i 
the asset notes receivable (b) May 1 15, 19 
and the decrease in the Se 
asset. accounts receivable. a IN eels ae 185/63)| os 

54 VAs Burney. oe. wore 

(c) The Notes Re- Received 30-day note in © 

ceivable account and the full of account. I 


account with’ L. A. Burns x ee He 
after the journal entry of ‘° = wg ers ol = 


May 15 has been posted. 19 | | e 


May (15 [30 da. (54 | 185 63. : a 
The account with L. 
A. Burns is now in balance L. A. BURNS ; 132 Second St. 
and the asset is recorded 19 | | ae i ak ee 1 Note. |e ae ee 
in the Notes Receivable ee 9 45 PS ce ote | 
i 


45 36 63, == 
account. 


; 
Ir cy: Ht | ; 


When cash is received for a note receivable, the transaction results in 
an increase in the asset cash and a decrease in the asset notes receiv- 
able. If cash is received 

June 14, 19 
SOer ts sae: _ from L. A. Burns, in the 
| 185 6 | preceding illustration, at 


| 
i 


| 
Received cash for note | 18 he ae ay ae 
due today, | | June 14, the entry to re- 
' _eord this cash will be as 
CasH illustrated at the left. The 
eal ae a ; | ||, Cash account is debited 
gune : 2 all 185 63, | | | | to record the increase in 


Reneia Raceveete the asset cash and the 
eee - Notes Receivable aceount 
B4. 185 63 is credited to record the 
I decrease in the asset notes 
receivable. The accounts 
below the journal entry show the result of posting. The Notes Receivable 
account is ruled because the two sides of the account are equal. 


tas 15 |30 ae ia |185 185 63. June ul 
aM) 


gh 
| 
| 


Combined Cash and Credit Sale. When merchandise is sold toa 
charge customer and cash is received for a part of the sale, the remainder 


to be collected at a subsequent date, the transaction is usually recorded in two 
entries. These are described at the top of page 55. 


f 
JA 
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(1) An entry to record the full amount of the sale as a debit to the ac- 
count with the charge customer and a credit to Sales. 

(2) An entry to record the receipt of cash as a debit to the Cash account 
and a credit to the account with the charge customer. 


May 5. Sold A. C. Collins, 415 Ross St., City, merchandise per 
sale No. 63, $125.75; terms, cash $50.00; balance 10 days. 


The journal entries 
: May 6, 19 
at the right show the 24 
method of recording the —_|§5| A. C. Collins, 415 Ross St... | 125 75) 
transaction by two sep- 55 Salesioiiesieea tenet ar ae 125) 75 
; Sale No. 63; terms; cash, | 
arate entries. The first $50.00; balance, 10 days. | 
entry records the sale and 6 = lel | 
BS Cash Whe cai ted ee 1 50 | 
the second entry records BSW eA Ca Collinaieenss ae. ohm (0.60 = 
the cash received. The rife om rea ek | 
accounts below the journal Soe ae se ea 
entries show the posting. a CaAsH 
The balance of the ac- 19 | Les | 
count with the charge May |). 6 Waa aus | | 
customer shows the A. C. CoLLIns 415 Ross St., City 
MMe We BCOMECLEL 45° )7 pre = foo | dg ho oe 
from him within ten days. May 5/10 da | 55) 125 15 Aly 5 5b) 50) — 
If desired, “Cash $50.00, ps | 
balance 10 days’ may be = — = 7 
written in the explanation | \19 | 
ae he M 5 55} 125) 76 
column on the debit side. | in ra 


Ruling an Account with a Customer. When the one amount or the 
sum of the amounts recorded on the credit side of an account with a customer 
equals the one amount or the sum of the amounts recorded on the debit side, 
the account is in balance. This fact is indicated by ruled lines. 

The illustration at the right shows one form of ruling frequently used 
when cash or some other asset is received from a customer in payment of one 
or more sales. It 
will be observed that Ue toon MOT 97 Main bficty 
when possible the - SPR a oa) 
lines are ruled with- | 
out moving the ruler. ‘ Hed | 4 }— 
Where the cash re- me / 
ceived from a charge 5 ) “all a 2g 
customer is for more bd 
than one sale, the . 
two or more amounts 
on the debit side are added to verify the entry on the opposite side. Ruling 
an account which is not in balance would cause much trouble when a Trial 
Balance is taken. . 
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The figures in the explanation column indicate the amounts used on the 
January, February, and March Trial Balances. The last figure on the debit 
side is the amount used on the April 30 Trial Balance. The ruled lines make 
it unnecessary for the items above them to be considered when the account 
is footed for future Trial Balances. 

The illustration below shows another form of ruling for an account with a 
charge customer. This form is ea employed where the account is balanced 

2 after a number of 
Notre - amounts have been 


xo ae) ae eae : 

= THe AZ = GY a tay recorded on the debit 

7 r AoA nF mal le A axe and credit sides. The 

a e 4 pied / “ij 2f¢e ruling is placed on 

£9 | | on : the same line on each 

re +z e 21 | : '——— -— side and the footings 
im Lesh are i _ | vagles- : 

eg SEsATi line i a each side are en- 


tered between single 
and double lines. Single lines are drawn across the money columns only; 
double lines are drawn across all except the explanation columns. This form 
of ruling is frequently used when an account is balanced and the balance car- 
ried down on the same page or carried forward to a new page in the ledger. 


SUMMARY 


Account with a Charge Customer. The fitle of the account with 
each charge customer is his name and address. The purpose of the account 
with each charge customer is to record the transactions with him. 

Since accounts receivable are assets, the account with each charge cus- 
tomer is-debited for increases and credited for decreases. 

The debit balance is an asset because it is the amount to be collected 
from the charge customer. The sum of all the debit balances to be collected 
from charge customers is the asset accounts receivable. 


The Notes Receivable Account is a record of the changes in the asset 
notes receivable. 


| The Notes Receivable account is debited for i _Ancreases (face of each 


receivable) and credited for decreases.\ 


The debit balance is the asset notes receivable and agrees with the value 
of the notes owned by the business. 


Exercise 25, Accounts and Notes Receivable 


. (ORAL OR WRITTEN) 


al “May 16. Received from E. L. Lamb a 60-day note for $187.50 in full of 
account.” How will this transaction be recorded in the journal? 
72. “Received from E. L. Lamb $187.50 for note due today.” (a) On what 


date (see Question 1) will this transaction be recorded? (b) How will 
it be recorded in the age 


i a 
oy ," ’ \ , P k \ y, y \) : 
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_— 38. State the two journal entries required to record the following transaction: 
/ 0 by Id Robert McFarland 25 bags of Portland Cement at $1.00 per 
Oo’ 


g, 3 yards of sand at $3.00 per yard, and 1 yard of gravel $4.00. 
eceived cash $20.00, balance to be paid in 10 days.” 
at would be the jour- 
al entry to record the ee 
© facts shown in the ac- f 89 .60 
b is counts at the right? / 

5 


. What effect wayld it have on the Trial Balance if the following trans- 
action is not recorded: “Sold B. C. Adams on 30 days time, 1 No.7 
Eureka Washing Machine, $52.50’? 

6. When and how would the bookkeeper discover the error resulting from 
the failure to record this transaction? 

7. Can you suggest some plan which would avoid the possibility of failing 
to record a charge sale in a retail grocery business where many such 
sales are made? 

8. When and how would the eget He discover the error resulting from 
failure to record the following transaction: ‘‘Received cash for the 
sale of 1 pair of shoes, $5.00’? ¥ 

9. (a) When is the account with a customer in balance? (b) How does 
the bookkeeper indicate this? 

10. A. W. Mott, a Sa pie merchant, ihe to write his customers 

about a bargain sa How will he ascertain the addresses of (a) the 
charge customers? (b) the cash customers? 


-—A. ISAACS SALES 


89.60 


Exercise 26, Recording Transactions, Posting and the Trial Balance 


During the month of February, A. B. Wilson, a retail furniture merchant, 
completed the following transactions: 


1/Envested $3,500.00 in cash in the furniture business. 
yee ¥. Paid $1,700.00 in cash for merchandise purchgged. 
uf Paid rent for February, in cash, $100.00. 
Sold C. H. Powers, 211 Walnut St., City, on credit, 1 bedroom suite, $225.00. 
'7, Sold Walter Rogers, Oakdale, on ‘enaelits 1 hatrack, $32.50. 
aly Tx Received $625.50 for cash sales. 
aM ~~" for $100.00 in full for sale of, the 3d. 
21./Received $32.50 in cash frgny Walter Rogers in full of account 


The “@” indicates that ge price applies to each rocker and that the amount of the 
sale is three times $27. 


) 


Received from C. H. Powers $125. 00 in cash a ang a note due in ten days’ ( 


/ 


nk 


‘22; Paid $300.00 in cash for n&rchandise purchased. br 
25. Sold A. R. David, City, on credit, 1 dining room suite, $350. eceived , 
$50.00 in cash; balance, 30 days. x. y 
old C. H. Powers, on credit, 3 rockers @ $27.50. Heceived $50. n cash 
Bao ok a A apply on this sale; balance, 30 days. ‘ 


{ “i 
\ 


es LD) 
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28. Received from C. H. Powers, $100.00 in cash for note due today. 
. This note would be similar in form to the one illustrated on page 53. 
28. Received from A. R. David a 30-day note for $300.00 in full of account. 
28. Paid $125.00 for February salaries. 


Instructions. (1) Record each transaction in the journal. 

(2) Post to accounts with Cash (10), Notes Receivable (5), C. H. Powers 
(5), Walter Rogers (4), A. R. David (4), A. B. Wilson Prop. (4), Sales (8), 
Purchases (5) and Expense (4). The figures in parentheses are the number of 
lines required for each account. 

(3) Prove cash balance, $2,258.00, and take a Trial Balance. 

(4) Prepare equations similar to those on pages 42 and 51; merchandise 
inventory, $1,475.25. 


‘Exercise 27, Transactions With a Customer 


The Electric Shop completed the following transactions with A. N. House, 
213 Broadway, City, a charge customer, during the months of July and August. 
Unless otherwise indicated, the terms of the sales are ‘‘on account’’. 
July 2. Sold 1 electric percolator, $7.50; 1 flashlight, $2.75. 


} 5. Allowed Mr. House. credit for $2.75, sale price of the flashlight which 
e returned. Sold him an electric fan for $22.50. 


10. Sold 1 electric washing machine, $162.50; received cash, $62.50; 


balance to be paid in 20 days. ; 
16. Sold 1 electric iron, $6.50; 1 electric toaster, $4.20. 


80. Received $50.00 in cash and a 15-day note for $50.00, balance due 
on sale made July 10. 


31. Received $40.70 in cash in full of account. 


Aug. 12. Sold 1 chandelier, $25.00; 10 lamp shades @ 75c; 10 lamps @ 35c. 
14. Received $50.00 in cash for note due today. 
20. Sold 200 ft. No. 10 wire, $1.00; 1 vacuum cleaner, $69.50. 
26. Received $36.00 in full for sale of August 12. 


28. Sold 1 clothes drier, $125.00. Received cash, $50.00; balance 30 
days. 


Instructions. (1) Record the July transactions in the journal and post to 
accounts with Cash (9), Notes Receivable (4), A. N. House (10), and Sales 
(8). Rule A. N. House’s account as in the illustration on page 56. Take a 
Trial Balance. 


(2) Record the August transactions in the journal and post to the same 
accounts that you opened for July. Rule the accounts where they balance 
as in illustration on page 55. Take a Trial Balance. / bam 


a 


CHAPTER VI 
PURCHASES FOR CASH AND ON CREDIT 


When one person sells merchandise on credit, obviously the one with 
whom he is dealing buys on credit. The discussion in this chapter relates to 
the purchase of merchandise on credit and the accounts needed to record the 
desired information. 


Liability. The proprietor’s promise to. pay a certain amount, usually 
in cash, at some time in the future is known-as-a liability, The promise may — 
be implied, verbal or written. One may incur a liability through an implied 
contract, later confirm it by a verbal contract, and still later make it more 
definite by a written contract, but the liability exists equally in all three cases. 
A liability may be paid with property other than cash, but the usual custom 
is to pay with cash at the time agreed upon. 


Reason for Liabilities. A liability is usually incurred to secure ad- 
ditional assets needed in the operations of a business. The owner of the busi- 
ness has three means of securing assets, (a) through investment, (b) through 
incurring a liability by borrowing money, and (c) through incurring a liability 
by purchasing merchandise or other property with the understanding that 

it is to be paid for in the future. When the need for additional assets is only 
_ temporary, it is customary to secure these assets through borrowing or pur- 
chasing on: credit. 

Effect of Liabilities on Assets and Proprietorship. When one in- 
creases his assets by incurring liabilities, he has not increased his wealth nor 
his proprietorship since it is necessary for him to pay his liabilities in the 
future. The total assets, therefore, equal the proprietorship plus the amount 
owed. This may be shown by the equation: 


ASSETS = LIABILITIES + PROPRIETORSHIP 


The above equation is simply an expansion of the equation, assets = 
proprietorship. The creditors have a claim against the assets of the owner, 
hence the amount of all the assets equals the claims of creditors plus the 
owner’s proprietorship. 

Since liabilities are to be paid out of the assets, the equation is some- 
times expressed as: 


ASSETS — LIABILITIES # PROPRIETORSHIP 


_ The final results are the same in either equation. The owner’s proprie- 
torship is his equity in the assets which is the same whether the claims of cred- 
itors are subtracted from ‘the sum of the assets or added to the proprietorship. 
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Purchases on Credit. When merchandise or other property is purchased 
by the owner of the business but payment is not made until a subsequent 
date, the purchase is said to be on credit or on account. The one from whom 
the purchase is made is referred to as a creditor. The terms of payment are 
agreed upon, usually in the same manner as explained in connection with 
charge sales on page 47. 

When a purchase is made on account, it is necessary to record (a) the 
date of the purchase, (b) the name and address of the creditor, (c) information 
regarding the property purchased, (d) the amount of the purchase, and (e) 
the terms. When cash is paid a creditor in accordance with the terms, it is 
again necessary to record the date, the name of the creditor, and the amount 
of cash paid. The purchase increases the liability and the cash payment de- 
ereases the liability. 

The information needed regarding liabilities because of purchases on ac- 
count, like all other accounting information, is provided through an account 
with each creditor. The title of each account is the name and address of 
the creditor. The account with each creditor is a liability. The sum of the 
account balances with all creditors is the liability accounts payable. 

With full information regarding his liabilities, the owner can take the 
proper steps to secure the assets with which to pay them and thus maintain 
a good credit rating. 


Recording Purchases on Credit. A purchase of merchandise on credit 
increases the asset merchandise. It does not increase the proprietorship but 
instead the liabilities. The two sides of the equation “Assets = Liabilities + 
Proprietorship” are, therefore, increased equally. The Purchases account is 
debited to record the increase in assets and the account with the creditor 
credited to record the increase in liabilities. 


When cash is paid to a creditor, the transaction involves the decrease 
of an asset and the decrease of a liability. Cash is credited to record the de- 
crease in the asset cash and the account with the creditor is debited to record 
the decrease in the liability accounts payable. 

June 1. L. S. Cole invested $600.00 cash in the produce business. 

This investment is stated in equation form as follows: 

j CASH $600.00 =L. S. CoLE, PROPRIETORSHIP $600.00 


The illustration at the right shows the facts in this equation recorded 
in journal form. The debit 


to the Cash account shows —==—=>==> Pret =e a 
$600.00 cash on hand at 62)-Onsh| Deen eee cr ! 600) — 

the beginning of business. 62) Lee Sip Sole, Prope guns / 600) — 
The credit to the proprie- __Tnvested cash sy et 

torship account shows | 


that L. 8. Cole’s proprietorship is $600.00. 
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June 2. Paid $250.00 in cash for produce purchased. 


This transaction increases the asset merchandise and decreases the asset 
cash, each $250.00. 


The illustration at the right shows the journal entry for recording this 
transaction. The Purchases account is debited to record the increase in the 


purchases and the Cash | | : 1 } 

account is credited to re- _|62| Purchases.................. || 250) — | 

cor h ecre ; GCAO ashes vkteee oes Mee | 260)— 
d the decrease in the | Bought produce for cash.| | 


asset cash. 


June 4. Purchased from the Central Produce Company, 
Ashland, on credit, produce, $450.00. 


This transaction increases the purchases and increases the liability ac- 
counts payable, each $450.00. 


The illustration at the left shows the transaction recorded in journal 

form. The Purchases ac- 

! | | count is debited to record 

Tibia —|| 450|. the increase in purchases 

| thus adding the $450.00 

to the previous purchase. 

The account with the Central Produce Company is credited to record the 
liability accounts payable. 


4 
GAIMENITCNASCS HERR rn en i es 
62 Central Produce Co., Ashland 
Bought produce on credit. 


June 8. Returned to the Central Produce Company $50.00 
worth of the produce purchased on June 4. 


This transaction decreases the liability accounts payable because L. S. 
Cole now owes the Central Produce Company $50.00 less; the transaction 
also decreases the purchases $50.00. 


_ The illustration at the right shows this transaction recorded in journal 
form. The account of the Central Produce Company is debited ae the 
amount is to be subtracted 


duce purchased on June 4. 
account. The Purchases | 


account is credited be- 
cause this amount is to be subtracted from purchases. 


P a 
from the indebtedness due 62} Central Produce Co.. al-| 
this firm as recorded on 62 Me Purchases. ia fo. uk aes | 60|— 
the credit side of their Returned part of pro- | | | 
| 


June 9. Purchased from Staples & Lake, City, on 20 
days’ time, produce, $200.00. 


This transaction increases the purchases and increases the liability ac- 
counts payable, each $200.00. 
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The illustration below shows this transaction recorded in journal form. 
The Purchase account is debited to record the increase in the asset merchan- 


: 62, Purchases 
| 62} 


time. 


Staples & Lake, City 
Purchased on 20 days} 


dise; the account with 
Staples & Lake is credited 

200 — to record the increase in 
the liability accounts pay- 
able. 


200 — 


June 30. Paid the Central Produce Company $300.00 on ac- 
count of purchase of the 4th. 


This transaction decreases the asset cash and decreases the liability ac- 
counts payable, each $300.00. 


The entry in the illustration at the right shows the transaction recorded 


in journal form. The ac- 
count with the Central 
Produce Company is deb- 
ited to record the decrease 
in the liability accounts 
payable; the Cash ac- 


| 


30 

Central Produce Company.. 300 — 
BES) Rens > ye pee eee 
. Paid on account of pur- 


chase of the 4th. 


62. 
We 800 — 


count is credited to record the decrease in the asset cash. Paying a liability 
reduces the assets and the liabilities the same amount. 


The Ledger in the illustration at the right is the result of posting the six 


journal entries on pages 


60, 61 and 62. The bal- ~ 


ance of the Cash account, 
$50.00, shows the amount 
of cash on hand. This is 
proved by counting the 
money. ‘The balance of 
the Purchases account 
shows the net purchases. 

The balance of the 
account with the Central 
Produce Company shows 
the amount of the indebt- 
edness to this company 
which is due July 1; see 
page 47. The balance of 
the account with Staples 
& Lake shows the amount 
of the indebtedness to 
this firm which was due 
June 29, 


CASH 
19.561 Rl Eoee. /19 
June' 1; 60.00 60 600 —! June 2 61 250'— 
} | i 80 62 300 — 
\ 650 
PURCHASES 
19 19 
June 2) 61, 250 — June 8 61 60 — 
4. 161); 450|— 
) 850.00 62, 200. — 
| | 900 / | 
4 he _ CENTRAL PRODUCE Co. Adie 
ae 19 mk Tes 
June, 8. 61 50. — June 4 100.00 61, 450.— 
62 || 8300 | — . 


| 
| 350) | 
: ; 


STAPLES & LAKE City 


19 . | 
. June | 9 20 days 62. 200|— 
i} | 
| | | bg il 
L. S. CoLn, PRop. 


| i | ||June | 1 60.600 
I 4 


| | } 
ih | | 
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A Trial Balance prepared from the ledger at the bottom of page 62 is 


TRIAL BALANCE in the illustration at the 

oS ae ee __ left. The sum of the debit 

| 62 Cash eves BO _ balances equals the sum 
MINOHASES ie ktele es. 40h Sae s 850) — || 

| 62) Central Produce Co......../ / |) 100, — of the credit balances, 

62) Staples & Lake........... \ | 200;— hence the ledger is in 


ll balance. An equation in 
900 — 900 — which Assets = Liabilities 
| if | ~~ -+Proprietorship prepared 
: in statement form from 
the account balances in the Trial Balance is as follows: 


Cash $ 50.00 Central Produce Co. $100.00 
Mdse. Inv. 850.00 Staples & Lake 200.00 


Assets $900 . 00 = Liabilities $300.00+L. S. Cole, Prop., $600.00 


Since there have been no sales the merchandise inventory is equal to the 
balance of the Purchases account; the title ‘“Merchandise Inventory” is 
used in the statement because it is the title that indicates the value of mer- 
chandise in stock at the time proprietorship is ascertained. 


It will be observed that purchases of merchandise on credit do not affect 
the proprietorship. Each purchase increases the assets on the left side of the 
equation and the liabilities on the right side the same amount. The payment 
of a liability decreases the assets and decreases the liabilities the same amount. 


Exercise 28, Purchases for Cash and on Credit 
(ORAL OR WRITTEN) 


1. “Purchased from A. L. Shaw merchandise, $187.50; terms, 10 days.” 
(a) How will this transaction be recorded in the journal of James Holt, the 
~ purchaser? (b) How will the journal entry be posted? 


Duly 1. D. H. Lowe began business with the following assets: cash, 
$625.00, and merchandise inventory, $850.00. R. L. Norton, a charge cus- 
tomer, owes him $250.00. He owes Green Bros. for merchandise purchased, 
$280.00. (a) State his proprietorship in equation form. (b) State the infor- 
mation shown in the equation in the form of a journal entry. (c) State the 
accounts resulting from posting the journal entry. 

‘Ors. WApen (av > wFr LA Le 

°3. D. H. Lowe paid Green Bros. $280.00 which he owed them. State the 
entry ae to record this transaction in the journal. ° 

Gyr Lowe received $250.00 from R. L. Norton for the amount owed 
by him. State the entry necessary to record this transaction in the journal. 

ware 
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5. (a) State the journal entry from which the transaction of June 1 
was posted. (b) The trans————__ PURCHASES 


action of June 5. (c) jg 119 

What is the maturity of June 1 hs| 21675 June | 5} Ret. " 0 
? 

the June 1 purchase? (d) 5 eee 


What amount will be re- 
quired to pay the indebted- ate 
ness to W. O. Lady at ma- 
turity? 


1 30 da. 16) oils 
| | 


5) Ret. 


| 19 
AT} As aa | June 


6. (a) Is the account at the left an account with a customer or creditor? 
(b) If the balance stated 

W. O. WATSON City in the account is entered 

on the Trial Balance as 


19 | 19 
May ge so May a . ~ Fe 4 stated, what effect will 
ae ox é : 
a | eh eeslsg the error have on the 
| >5|8° Trial Balance? 


oR69 


7. The account balance shown in the account at the right is entered on 
the May 81 Trial Balance 
as stated. (a) What effect 
will this error have on the 19 
Trial Balance? (b) What 4?" |, 
amount was shown on the 
April 30 Trial Balance? My |1? 
(c) What is the balance 
due June 1? 


a ae 


*Exercise 29, Purchases on Credit 4 


A. L. Walker began the retail furniture business with a cash inves>.nent 
of $2,000.00. During the month of May he completed the following trans- 
actions with creditors: 


_/ 2, Purchased from Boyd & Company, Atlanta, furniture, $672. 55; terms, 10 
days. 


5. Purchased from Norman ee Company, New Albany, draperies, 
$765.48; terms, 10 days. 


12. Paid Boyd & Company $500.00 to apply on account. 


13. Bought from Mason Carpet Company, Dodgeville, carpets, $936. 47; 
terms, on account. 


14. Returned draperies to Norman Drapery Company, $42.50. 
16. Paid Norman, Drapery Company $722.98 balance due. 
20. Purchased from Boyd & Company, furniture, $516.55; terms, 80 days. 


sant 


_ 
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25) ‘Paid Boyd & Company $172.55 balance due on purchase of May 2. 
26. Returned rugs to Mason Carpet Company, $126.50. 


31. Paid the Sage Rug Co. $186.55 for a cash purchase of merchandise delivered 
‘today. 


I nsthuctions. (a) Record these transactions in the journal. (b) Post to 
accounts with Cash (7), each creditor (4), A. L. Walker, Prop. (4), and Pur- 
chases (8). (c) Prove the posting by a Trial Balance. 


Note Payable. The proprietor’s written promise to pay a definite amount 
at a certain time is referred to as a note payable. The proprietor of a business 
frequently gives to a creditor a note payable in order to secure additional 
time for paying the amount due the creditor for purchases on account. 

A note payable is a liability. The amount stated in the note, usually 
referred to as the face value, is the amount of the liability. The discussion 
of notes payable here relates to notes issued to creditors. Notes may be is- 
sued for other purposes as will be explained in a subsequent chapter. 


Recording 2 Note Payable. When a note payable is issued to a cred- 
itor, the transaction results in an increase in the liability notes payable and 
a decrease in the liability accounts payable. The account with the creditor 
is debited for the face value of the note and an account with the title Notes 
Payable is credited for the same amount. 

Issuing a note to a creditor cancels the amount of the indebtedness to 
him and creates a new liability to pay the person who may happen to own 
the note when it falls due. When cash is paid at the maturity of the note, 
the transaction results in a decrease in the asset cash.and a decrease in the 
liability notes payable. When cash is given in payment for a note payable, 
the cancelled note is returned by the one to whom the cash was paid to the 
one who paid it. 

The method of recording transactions in which a note payable is issued 
and cash is paid is further explained by illustrations. 


May 20. David B. Russell, a retail merchant, gave Wiley & 
Bray, a creditor, his 30-day note for $497.65 in full of account. 


This transaction results in a decrease in the liability accounts payable 
and an increase in the liability notes payable. The illustration at the right 
shows the journal entry fa | | | 


to record this transaction. = 20 \ es vf \ 
i 10] Wiley & Bray............. | 65 | . 
The account with Wiley = 15, "Notes Payable... ! 497/65 


& Bray is debited to re- "Gave 30 day note for | 
cord the decrease in the | | balance due. | | 
liability accounts payable ) l 
and the Notes Payable Meoctnit is credited to record the increase in the lia- 


bility notes payable. 
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The accounts in the illustration at the right appear on the ledger of David 
B. Russell after the journal entry on page 65 is posted. The account with 


ance and the indebtedness = pie oe —=— 19 = = = >} — 
is recorded as a credit to oe : May 20 30da. 6 497 65 
the Notes Payable ac- . 

count. “Note” is written Witzy & Bray Dow City 
in the explanation column 19 "he ed 19 

of the account with the May al e ie — Mar.16 60 da. 2.1297 65 


creditor to show that the 20 Note 6 497 65 
account was closed by | | | 
note. The time of the i: 
note is entered in the explanation column of the Notes Payable account to 
indicate the maturity of the note. 


| | ' : | ul 


June 19. David B. Russell gave the City National Bank 
$497.65 for note issued to Wiley & Bray May 20. 


This transaction results in a decrease in the asset cash and a decrease 
in the liability notes pay- 


ya 19 | i _ able. The illustration at 
112) Notes Payable............. |) 497/66] . 

ElihaxCach skunk Vaicaes fm | | 497\e5 the left shows the journal 
haat Paid Wiley & Bray ) entry required to record 


| note due today. 


ea | | | this transaction. The 


Notes Payable account is 
ldchited to record the decrease in the liability and the Cash account credited 
to record the decrease in the asset. 


When the above journal entry is posted, the Notes Payable account on 
the ledger of David B. Russell will appear as in the illustration at the left. 
The ruling indicates the 

| | account is in balance. The 
19 / fwd \19 T . 
June 19 (8 49765 May 20 30da. 6 497.65 Notes Payable account is 
| | va usually ruled in the same 
manner as an account 
payable, that is, with single lines at a point where the two sides are equal. 


NoTES PAYABLE 


Combined Cash and Credit Purchase. When merchandise is pur- 
chased from a creditor and only a part of the purchase price paid at the time 
of the purchase, the transaction is recorded in two entries, (a) one to record 
the purchase, and (b) one to record the cash paid. The first entry requires 
a debit to the Purchases account and a credit to the account with the creditor 
for the amount of the purchase. The second entry requires a debit to the 
account with the creditor and a credit to the Cash account for the amount 
of cash paid. 
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May 5. Purchased from Allen & Rogers, City, merchandise, 
$452.50; terms, cash $200.00, balance 10 days. 

The illustration at the right shows the two entries required to record 
this transaction. The first entry records the full amount of the purchase and 
the second entry the cash ae. ; 
payment. When the en- | ie | 


. | 5 i} ) 
tries are posted, the full PPuirehases ated or WA ven fen | 452/50 | | 
amount of the purchase een Sone Mag es. | || 452150 
s . erchandise purchased; | 
will appear on the credit terms, cash $200; balance | 
side of the account with | 10 days. | 
the creditor and the peetAtien'& Rogerse--. an) soe 200 — 


amount of the cash on the ) BOR ah ee Cae, een ete l ) _ 200 hs 


: Ses . Paid cash in part pay- | | 
debit side; according to ment of purchase of today. | / 
the terms, the balance will _ | I | 
be due in ten days. doef Loe | 


Ruling the Account with a Creditor. When the sum of the amounts 
_ on the debit side equals the sum of the amounts on the credit side, the account 
is in balance and should be ruled. The methods of ruling are the same as 
those for the customer’s account illustrated on pages 55 and 56. 


SUMMARY OF ACCOUNTS 

Account with a Creditor. The title of the account with each creditor 
is his name and address. The purpose of the account with each creditor is 
to record the transactions with him. — 

To accomplish this purpose the account with a creditor is credited for the 
increases in his account, which iS a liability, and debited for decreases in his 
account. The credit balance is the dmount owed the creditor. The sum of all 
the credit balances to be paid to creditors is the liability accounts payable. 


The Notes Payable Account is a record of the changes in the liability 
notes payable. ' 

The Notes Payable account is credited for increases (face of each note) 
and debited for decreases. 

The credit balance is the liability notes payable and agrees with the 
amount of the unpaid notes payable. 


Debits and Credits. When purchases and sales are made for cash and 
on credit, the transactions will result in changes in assets, liabilities, and pro- 
prietorship. Each transaction is recorded so as to show its effect on assets, 
liabilities, and proprietorship. om 

This record is made in the following manner: : 

(1) Increases in assets, decreases in liabilities, and increases in expense 
are recorded as debits in the appropriate accounts. 

(2) Decreases in assets, increases in liabilities, and increases in income 
are recorded as credits in the appropriate accounts. 
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Exercise 30, Transactions with Creditors 
(ORAL OR WRITTEN) 


1. May 1. M. B. Dunn, a retail shoe merchant, owned the following 
assets which he used in the operations of his business: Cash, $8,000.00; Mer- 
chandise Inventory, $1,200.00; Equipment, $500.00. He owes the Ross Shoe 
Company $300.00. State his proprietorship (a) in equation form, (b) in the 
form of a journal entry, (c) in 1 accounts resulting from posting the journal 
entry. 


2. May 5. M. B. Dunn purchased from Ross Shoe Co. on 30 days’ time 
merchandise for $700.00. State the journal entry necessary to record this 
transaction. : 


3. The entry at the right was recorded in the journal of C. H. House, a 
radio dealer. (a) Why is May 1519 
the Purchases account 


debited? (b) Why is the [| | Purchases..i. 0-20. cs... ssot_|| | 

Cross Radio Co. credited? | Cross Radio Co......... | || 850)— 
5 5 | Bought radios on 30) ! 

(c) Why is the time men- | days time. I. . 


tioned in the explanation? 
(d) When will this qaopratnes be due? (e) How will this entry 4 wont 


4. The entry at the left was mpeg in the journal of C. H. House, a 
radio dealer. (a) Why is 


10 | 
Cross Radio Co.. 7. OL | 26150. / = Cross Radio Co. ac- 
Purchases.:.9 5.8 "es | 2650 count debited? (b) Why 
ciate returned by, | | is the Purchases account 
| | credited? (ce) How will 


this entry be posted? 


5. The entry at the right was recomed in the journal of C. H. House, a 
radio dealer. (a) Why is 


the Cross Radio Co. deb- June 1, 19 

ited? (b) Why is the | 

Cash account credited? ad suid 7 aye ToS ei hy 823150 
(ec) How will this journal Paid in full of account. | 


entry be posted? aa 
6. Under what conditions will the account with a creditor show (a) a 
credit balance, and (b) a debit balance? 


7. If a purchase of merchandise for $75.35 is recorded in the journal as 
a debit to Purchases, $75.51, and a credit to the account with the creditor as 
$75.15, what effect will this error haye on the Trial Balance if the entry-is 
posted as stated? 
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Ke \ ‘Exercise 31, Transactions with Creditors 


by ws 


gum March 1. Walter O’Connor invested $2,500 in cash in the farm imple- 
: ““ment and garden seed business. During the month of March he completed 
% Pathe following transactions with creditors: 
- Purchased from the Dixon Farm Implement Co., Dixon, farm implements, 
$765.50; terms, 30 days. 
5. Purchased from Mayo Seed Co., Detroit, Mdse., $285.20; terms, 10 days. 
a 6. Returned to the Dixon Farm Implement Co., merchandise, $85.30. 
a 10. Purchased from Adair Bros., Chicago, Madse., $429.60; terms, 10 days. 
‘45. Gave Mayo Seed Co. a 15- ao note for $285.20. 
\) 18. Purchased. from Dixon™ Farm Implement Co., farm implements, $472.69; 
terms, 80 days. 
20. Gave Adair Bros. $229. 6 cash and a 80-day non-interest-bearing note for 
$200.00 in full for purchase of March 10. 
25. Bought from Mayo Seed Co., garden seed, $216.20; terms, 10 days. 
_30.- Gave Mayo Seed Co. $285.20 in payment of note due today. 


Instructions. (1) Journalize, post, and take a Trial Balance; allow 
seven lines for each account. 

(2) Show proprietorship t gh an equation in statement form similar 
to the illustration on page 6 handise inventory, $2,083.89. 


— 


Exercise 32, Recording Transactions, Posting and Trial Balance 


M. E. Stacey, a retail clothing merchant, completed the following trans- 
actions during the month of October: 
1, M. E. Stacey invested cash, $2,000.00, in the clothing business. 
-¥. Paid October rent, $100.00. 
2. Purchased a stock of clothing from the Globe Clothing Co., City, $1,350.00. 
Paid $800.00 cash; balance, 30 days. i 
- 8. Purchased from A. R. King, Clinton, merchandise, $317.65. Paid $150.00 
cash; balance, 10 days. je7e ‘CA 
—~M10. Received $375.00 for cash sales of merchandise. 


© 18. Paid A. R. King $100.00 on account. 
24. Sold >5-City, on account, one overcoat, eed 


(= tone ent: $50. 00. 

28. Sold J. W. Macon, 222 Main St., City, on account, two suits, $127.50. 
29. Received $50.00 from, E. B. Moore on account. 

31. Paid salaries for fe Geonth $125.00. 


rs Instructibns. (1) Journalize, post (allow eight lines for each account), 
prove cash (balance, $1,150.00) and take a Trial Balance. 

(2) Show present proprietorship through an equation in statement form 
‘similar to the illustration on page 63; merchandise inventory, $1,543.75. 

(3) Show net profit and proof of proprietorship through equations in 
statement form similar to Nos. 2 and 8 on page 42. 
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CHAPTER VII 
INVESTMENTS AND WITHDRAWALS 


The proprietorship is increased by investments and decreased by with- 
drawals. The method of recording increases because of investments was dis- 
cussed in preceding chapters. The discussion in this chapter relates to invest- 
ments, withdrawals from investment, and withdrawals for personal use. 


Investments. The assets put into the business at the beginning and at 
any time thereafter are referred to as investment. ‘The purpose of investments 
is to provide the assets needed in operating the business. Each investment 
results in an increase in the assets and an increase in proprietorship) 


Withdrawals. Assets taken out of the business by the owner are referred 


to as withdrawals. (The usual purpose of withdrawals is compensation to 
the owner for his services rendered to the business.’ The owner may, however, 
withdraw assets for other reasons if desired. [Each withdrawal results in a 
decrease in proprietorship and a decrease in. assets no matter for what purpose 


the withdrawal is made./ 


Accounts with the Proprietor. Investment and income are increases 
in proprietorship and..withdrawals and expenses, decreases in proprietorship. 
Since the difference between the total income and total expenses is the net 
profit, it is necessary to record the increases and decreases in proprietorship 
so that those resulting from investments and withdrawals may be shown 
separately from those resulting from income and expenses. 

The usual plan is to record expenses and income in special accounts such as 
Expense and Sales and to record investments and withdrawals in accounts with 
the proprietor. The title of the account in which investments are recorded 
is the name of the proprietor with the word ‘Capital’, “Proprietorship”, or 
“Investment” written after it. The title of the account in which withdrawals 
in anticipation of profit are recorded is the name of the proprietor with the word 
“Drawing” or ‘Personal’ written after it. [The withdrawals recorded in the 
Drawing account are those for compensation or personal use usually referred 
to as withdrawals in anticipation of profit} Should the owner withdraw a part 
of his invested capital, this would be recorded in his Capital account. 

John Smith owns a retail grocery business. The title of the account 
in which his investments are recorded is “John Smith, Capital”. The title of 
the account in which his withdrawals are recorded is “John Smith, Drawing”. 


Merchandise Withdrawn for Personal Use. When the proprietor 
takes merchandise out of stock for personal use, it is customary to record this 
at the cost price. Thus, merchandise withdrawn for personal use results i in 
a decrease in the asset merchandise and a decrease in proprietorship. 
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\The decrease in proprietorship is recorded as a debit to the Drawing ac- 
count with the proprietor and the decrease in assets as a credit to the Purchases 
or Sales account; the effect on proprietorship is the same with either account 
credited. When the amounts of the withdrawals are large, the Purchases account 
should be credited to avoid over-stating the sales and the cost of goods sold? 


Recording Transactions with the Proprietor. The owner receives 
credit in his Capital account for the value of the assets invested at the begin- 
ning of the business and for subsequent investments. Withdrawals from in- 
vestment are debited to his Capital account and withdrawals for personal 
use to his Drawing account. | Unless the proprietor issues specific instructions 
relative to the account to debit for withdrawals, the bookkeeper will assume 
that all withdrawals are to be recorded in the Drawing account. 


January 1. A. L. Durr invested $2,500.00 in the retail 
dry goods business. 


This investment stated in equation form is: 
CASH $2500.00 = A. L. DuRR, CAPITAL $2500.00 
The illustration at the right shows the journal entry necessary to record 
this ’ investment. The 


equation ‘“Assets=Pro- 


January 1, 19 
prietorship” is the basis ii>t Dat beos. om eens ...{} 28001—| 


for debits and credits. Viet Asie Durr, Capitalize... ac. }~ | 2500)|— 

A he left of ian Invested $2500.00 cash | Litt 
ssets are on the left o _ in the retail dry goods _ Tae ) 

this equation, hence the _ | business. i || 


debit to the Cash account. Proprietorship is on the right of this equation, 
hence the credit to the proprietorship account. 


March 15. Invested cash $1500.00. 


This additional investment indicates that the $2,500.00 invested January 1 
was not sufficient capital for carrying on the business. This additional in- 
vestment is an increase in the assets and an increase in proprietorship. 


The illustration at the left shows the journal entry necessary to record 


March 15, 19 this additional invest- 
eS - foe eG, ol ae Cash account 
72 | Cash ow, Coe ee 1500 — _ is debited to record the 
72 | A. L. Durr, Capital... ... | | 1500/— increase in the asset cash 
| 


Invested $1500.00 cash | i al | 


in the business. ) | 


and the Capital account 
is credited to record the 


increase in proprietorship through the investment. 


April 1. Withdrew $100.00 cash for personal use. 


The fact that this is for personal use indicates that it is to be recorded in 
the Drawing account. This transaction results in a decrease in the assets 


and a decrease in proprietorship. 
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The illustration at the right shows the journal entry required to record 
this decrease in assets and - April 1, 19 
decrease in proprietorship. = — ee —— 


b) * i : 
A. L. Durr’s Drawing ac- (72 A.L. Durr, Drawing... | 100 — ree 
‘ 7 ; (2h Cashes ne eee es oe i} — 
count is debited because | hee Witkaicew eet oe t | | 
the purpose of this ac- | sonal use. i 
) 


count is to contain a 
record of all of his personal drawings. The Cash account is credited to record 


the decrease in the asset cash. 
May 15. Withdrew $500.00 of invested capital. 


The information indicates that A. L. Durr wishes the withdrawal recorded 
shad 15, 19 in his Capital account. 
a - The illustration at the left 


imine A. L. Durr, ee tsith aa } 500 in Fe shows the journal entry 
Cashes Marea rere ee ora pe required to record this 
| | 


ER Gee withdrawal “Pie A peed 

account is debited to re- 

cord the decrease in proprietorship and the Cash account credited to record 
the decrease in the asset cash. 


June 30. Withdrew $200.00 cash for personal use. 


| 
) 
1} 
il 


| 
| 
| 


The illustration at the right shows the journal entry required to record 
this withdrawal. This June 30, 19 


withdrawal is the. sane ——_ =. 


nature as the one of April 12 “ps Dor, Drawing......- | 200)— | ean 
Dida) SAS Se Scie wim Se ee Es / : a 
1; hence the accounts | Withdrew cash for per-_ ) 


debited and credited are | | sonal use. i & ) 
the same as in the entry of April 1. 


Posting Withdrawals. The accounts in the illustration at the left show 
the results of posting the 


CasH é ; : 
oTiNlic = ae ares ated wa Ga journal entries on_ this 
Jan. | 1 71/2500 |—|'Apr. | 1 72, 100\— and the preceding page. 
Mar. |15| 8200.00 |71 ye wie a0 a ik re The page in the folio col- 

| | | | re | || goo| umn of each account is 

A. L. DuRR, CAPITAL the page in this text on 

rr os es een | a A | Ghee lea: 
May 15 72) 500 |-}jJan. hig 71/2500 — was recorded. The Capi- 
| | ees 15 | ed Hf — tal account shows the in- 

A. L. Durr, DR AWIN ‘ vestments, | withdrawals 

(aa SoS T === from investments, and the 
Apr. | 1 72| 100 |—|| ‘oi | |i | balance of invested capi- 
June |30 72 200 ml | | | H | tal. The Drawing ac- 


count shows the with- 


drawals which were made in anticipation of profit. 
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—— 


A Trial Balance pre- TRIAL BALANCE, June 30, 19 

pared from the balances == oe a a i a 
of the accounts in the iz Cs capa’ | 8 — | 3500 — 
ledger at the bottom of 12) Amuse D Urns Dra wins ae | 300/— 
page 72 is shown in the 9500 3500 | 


: / | 
illustration at the right. === a 


An equation prepared from the account balances in a Trial Balance is: 
CasH $3200.00=A. L. D. Caprran $3500.00—A. L. D., DRAWING $300.00 


Since the balance of the Drawing account is a decrease in proprietorship, 
the equation may be: 


CASH $3200.00=A. L. DuRR, PROPRIETORSHIP, $3200.00 


SUMMARY 
| The Capital account is a record of increases and decreases in invest- 
ment. It is credited with increases and debited with decreases. The credit 
balance shows the owner’s net investment which is his proprietorship at the 
beginning of each fiscal period. 


‘The Drawing account is a record of the withdrawals for compensation 
or personal use. The Drawing account is debited for all withdrawals. The 
debit balance of the Drawing account shows the amount withdrawn by the 
proprietor. It is a decrease in proprietorship and may be regarded by the 
owner as one of the expenses of the business, but for income tax purpose the 
debit balance of the Drawing account can not be regarded as an expense. 

The method of transferring the net profit to the Capital account, and clos- 
ing the Drawing account into the Capital account is explained in Chapter IX. 


’ Debits and Credits. Each transaction is recorded so as to show its 
effect on assets, liabilities, proprietorship, income, and expense. This record 
is made in the following manner: 

(1) Increases in assets, decreases in liabilities, decreases in proprietorship, 
and increases in expense are recorded as debits in the appropriate accounts. 
(2) Decreases i in assets, increases in liabilities, increases in proprietorship, 
and increases in income are recorded as credits in the appropriate accounts. 


“ Exercise 33, Accounts with the Proprietor ‘ 
(ORAL OR WRITTEN) | fo 


1. You invest $500.00 in cash in a retail candy business. (a) What 
accounts are debited and credited? (b) Why? : 

2. You withdraw $50.00 for personal use. What accounts are dehived 
and credited? fi 

8. You invest an additional $500.00 in the retail ade business. (a) 
What accounts are debited and credited? (b) a ‘: 


*~ 
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4. You take for personal use a box of candy .which costs $2.50. What 
accounts are debited and credited? 

5. June 5. J. L. Burr, a dealer in electric supplies, took for home use an 
electric fan which cost $18.75. _What account may be,credited? 

6. B. H. Kroger, a grocer, gave the telephone company a check for $10.00, 


$7.50 of which pays for the telephone in the store and $2.50 for the Msp ga ay 


in his home. What accounts are debited for each amount? Met Le Mn 
: 


; 


Exercise 34, Capital and Drawing Accounts 


R. B. Morgan began business as a retail dealer in electrical supplies 
July 1. During the first six months of operations he made the following 
investments and withdrawals. 


July 1. Invested cash, $4,500.00. 
aha Withdrew c cash, $100.00. 
27. Took from stock an electric percolator, cost price $6.50. 
‘Aug. 31. Withdrew cash, $300.00. 
Sept. 15. Took electrical supplies for home use, $275.50. 
Oct. 20. Invested cash, $1,000.00. 
Dec. 15. Withdrew cash $350.00. 


Instructions. Journalize, post (allow eight lines for each account) 
and take a Trial Balance. Debit all withdrawals to the Drawing account; 
credit the Purchases account for merchandise withdrawn. 


Exercise 35, Capital and Drawing Accounts 


The accounts below appear on the ledger of C. H. Matson, who operates 
the Royal Cafe. 
Coo. sie CAPITAL 


192 | 
June 30 Cash 1 600 | — ~ |\May’ | 1} Cash 1 1250|— 
Aug. | 1|/Cash 2 350/— |June | 1|Cash 1 500 |— 
\Ave: 10| Cash 2 || 1000|— 
* C. H. Matson, DRAWING 
192 
ay |10| Merchandise 1 16/50 
-— 181|Cash 1 10 — 
June | 9| Merc endise, ne v 38|75 
July |15|Cash 2 || 100|— | 
~ 131] Cash 2 || 150|— | 


Instructions. (1) Record in the journal in the proper order the informa- 
tion shown in the accounts. Credit the Purchases account for merchandise 
withdrawn. 

(2) (a) Post to accounts with Cash (8), Purchases (5), Capital (6) and 


Drawing (7). (b) Prove cash, balance $1,475.00. (ce) Prove the posting by 
a Trial Balance. 
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REVIEW 


The transactions completed by E. B. Tate, outlined in the following 
narrative and recorded in the illustrations on pages 79-82, provide a review of 
the preceding chapters. 


NARRATIVE OF MAY TRANSACTIONS 


‘1. E. B. Tate invested $3,500.00 in cash in the retail furniture business. 
2. Purchased from Dobbs Bros., merchandise per invoice rendered as follows: 


DOBBS BROS. 


MANUFAC? RS OF HIGH CLASS FURNITURE 


DAYTON. OHIO 


foidt 2B. B. fate May &, 198 
Cincinnati, Ohio 


Gash $1500 on delivery 
Bal. 20 days 


ly Living Room Suite 280.00 
3+ Bedroom Suites - » 95.00 295.00 


ly Bedroom Suite 197.25 
Sv Dining Room Suites (57.60- 172,50 
lv Dining Room*Suite 153.35 
3/ Dining Room Suites 87.007 261,00 
2/ Eitchen Cabinets 27.50. 55.00” 
15, Kitchen Tables ms "1.50 22.50 
- 4, Refrigerators 16.85 - 65.00 
ly Refrigerator 69.00 
%77 Rugs, 6x 9 14.76 103.32 
2v Rugs, 9 x 12 18,25 36.50~ 
2, doz, Chairs 11.75 ~ 26,50” 


8 doz. Curtains 28.00- 224.00” 
3 dog. 48,00. 144,00” 


This purchase invoice contains full information regarding the purchase made trom Dobbs 
Bros. by E. B. Tate. The check marks indicate that the quantities billed were received and 
that the prices and extensions are correct. 


2. Paid May rent and received the receipt shown below. 


This receipt is évidence to Mr. Tate that he has paid the money and evidence to the 
bookkeeper of the reason for the payment, 


= i eee 
> 7 A) 
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3. Gave Dobbs Bros., check No. 1, $1,500.00, to apply on purchase of ine 2d. 


UNION BANK AND TRUST CO. 13-13 
ea Fe i tan iat emia isa et 


i 
CINCINNATI, ono aay tS = io. 
, SC o? 
Pay To THE J) p ie ha ZA $ 20 
ORDER OF ~ 


Ont dovaand tive Mundid/ dh —— 9 Douars 
Fon tof bus of May 2 LA3F, We / 


This check was issued to Dobbs Bros. because E. B. Tate has the money on deposit 
and the bank will pay it to Dobbs Bros. E. B. Tate retains the stub as a record of the 
check. The method of keeping a record of the transaction with the bank because of depos- 
its and checks is explained in a subsequent chapter. 


POePOBOdddbI020000!' 


Amtdeposited 


Total 
Amt this Check 


Batcari ford 


baeseososeasaranceseoes 


5. Sold A. T. Miller, 1214 Walnut St., City, terms on account*, merchandise, 
sales ticket No. 1. 


SALES TICKET 


FURNITURE CARPETS 


ES ITAL Ee 


CINCINNATI; O. 


No.____* pate__ay 6, 19 = 
an ; 
SOLD TO. A ae Vrttlere 


C2 


g 
Z CNIVE 3H HAL 
G Az TltA7 
rab é; 
<TC A#T £7 


This sales ticket is the result of the sale made to A. T. Miller. It is customary for 
the retail merchant to prepare a sales ticket for each sale. The sales tickets for charge 
sales are usually made in duplicate, one copy being wrapped with the goods and the other 
retained as a part of the bookkeeping records. These sales tickets are numbered consecutively 
and each one must be accounted for. If a description of the items is desired at any time, 
the sales ticket may be easily located by number. The explanation ih the journal is ‘‘Sales 


ticket No. 1”. Cash sales may be recorded by means of a cash register or on sales tickets 
in the same manner as charge sales. 


9. E. B. Tate took for personal use, one velvet rug which cost $50.00. 
piTerms “on account’’ mean no special terms, that is, collection on the first of the 
month following date of the sale. 


Ch. 7] INVESTMENTS AND WITHDRAWALS yard 


11. Sold C. A. Adams, 932 Day St., City, 30 days, merchandise per sales 
ticket No. 2, $118.50. 


The sales ticket was the same form as sales ticket No. 1. 


12: Purchased from the Grant Manufacturing Company, 420 Spring St., 
City, 30 days, merchandise, invoice dated May 11, $1,162.90. 


The purchases invoice was similar to the one received from Dobbs Bros. 


15. Sold James B. Fall, 617 Davis Ave., City, on account, merchandise, 
sales ticket No. 8, $247.50. 


16. E. B. Tate took $100.00 in cash for personal use 

18. Cash sales of furniture and draperies, $562.75. 

20. Gave Dobbs Bros. $365.42 in cash to apply on account. 

22. Sold A. T. Miller, City, on account, merchandise, sale No. 4, $118.50. 


23. Received $100.00 in cash from James B. Fall to apply on account. Issued 
a receipt as follows: 


ey Femmes Tay a er ee 


if feasmsa’ 13 Gee. GE 


SAN ee eee 


This receipt was issued by E. B. Tate as an acknowledgment of the cash received. 
He has retained on the stub-the same information as is on the receipt. The receipt will 
be detached from the stub and given to James B. Fall. The stub is bound in a book where 
it will be retained permanently. The information for the bookkeeping records will be from 
the receipt stub, hence, the explanation in the journal ‘‘Received cash per receipt No. 1”. 


26. Sold C. A. Adams, City, 60 days, merchandise, sale No. 5, $159.00. 
27. Received check for $jM0.00 from A. T. Miller to apply on account. 


“BE Baird Ga Dud ee LA 13-39 


a 
p22 Lo a SA of Cs 
es a 


E. B. Tate regards this check as cash spiel A. T. Miller has the money on deposit 
in the bank and the bank will pay it to E. B. Tate or his order. 
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ills Gave Dobbs Bros. the note shown below in payment for balance due on 
purchase of May 2. 


Amount $2700 22 _ 


if 
1B 

tae Lay 29 ik 
> ie 

Time i Bs 


1g 
In favor of Alba tivad/ ig 


Payable at. Atassil of facet | ie 


Interest ——_% from 


Due Lees! Lb, velit 


No.4 


Mr. Tate still owes Dobbs Bros. $300.00, but it is now in the form of a written promise 
to pay this amount within thirty days. The stub is bound in a book where it is retained 
permanently. It shows the same information as the note so that when the note is detached 
and given to Dobbs Bros. the bookkeeping record may be made from the stub. 


29. Purchased from Dobbs Bros., City, terms, 60 days, merchandise, invoice 
dated May 27, $1,407.95. a 


29. Received the note illustrated below from James B. Fall in full of balance 
due on sale of May 15. Z 


This note was prepared by James B. Fall and removed from a stub similar to the one 
shown under the transaction of May 27.. This note is one of E. B. Tate’s assets. 


31. Paid cash, $125.00, clerk’s salary for the month. 
31. A count of the cash showed $2,089.00 on hand. 


The transactions completed by E. B. Tate during the month of May are 
shown recorded in the journal, Illustration 8, pages 79 and 80, and posted to 
the ledger, Illustration 9, pages 81 and 82. 
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Illustration 8, Journal, Page 79 
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Illustration 8, Journal, Page 80 
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Illustration 9, Ledger, Page 82. 


Ch. 7] INVESTMENTS AND WITHDRAWALS 83 


Trial Balance. Illustration 10 below shows the account balances on 
the ledger, Illustration 9, pages 81 and 82. The numbers at the left of the 
account titles are the pages in the ledger. 
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Illustration 10, Trial Balance 


Statement of Account. It is customary with merchants to render a 
statement to each charge customer on the first of the month. One of the 
statements below was mailed to A. T. Miller by E. B. Tate and the other one 
was mailed to E. B. Tate by the Grant Manufacturing Co. 


STATEMENT STATEMENT 


cincinnati, on1o__June 1, 19 


EB. TATE 


FURNITURE GRANT MANUFACTURING COMPANY 
AND CARPETS ; 420 SPRING STREET 


CINCINNATI,O. a a Manufa uUreTs of High Grade Furniture 
Ni i, O., cturer: 
as Z 

To__Mr. E, B. Tate 


— 316 Main St., City 


SS SSS SE 


116290 1162907 


The statement at the left agrees with A. T. Miller’s account in the ledger on page 81, 
and the statement at the right, with Grant Manufacturing Company’s account on page 82. 
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-Exercise 36, Business Forms 


(ORAL OR WRITTEN) 


1. What does a purchase invoice represent? 
2. What entry is made in the journal for a purchase invoice on which the 
terms are “30 days’? : 
3. What does a sales. ticket represent? 
4. What entry is required to record a transaction represented by a sales 
ticket with no stated terms, that is, ‘‘on account’’? 
5. What is the purpose of (a) a receipt? (b) a receipt stub? 
6. What account is credited by the one who receives a receipt? 
i 7. What account is debited by the one who issues the receipt? 
8. What i is the purpose of (a) a check? (b) a 2 check stub? 
. What account is debited by the one who receives a check? 
ie, What account is credited by the one who issues the check? 
11. What is the purpose of a statement of account? 
12. Will the account on the ledger of the one who receives a statement show 
a debit or credit balance? 
13. Will the account on the ledger of the one who sends a statement show 
a debit or a credit balance? 
14. “Invested $1,000.00 in the retail toy business.’”’ How will this transaction 
be recorded in the journal using the current date and your name? 


15. The assets, liabilities and proprietorship of G. Daws on July 1 are stated 
in the equation below: 


~ 


Cash $500.00 C.L. Joy $100.00 G. Daws, Capital $650 .00 


James Allen 100.00 NotesPay. 200.00 G. Daws, Drawing — 50.00 
Equipment 300.00 
Assets $900 .00 — Liab. $300.00 =G. Daws, Pres.Cap. $600.00 


How can these facts be expressed in account form? 


Le, 


‘Exercise 37, Recording Transactions, Posting and Trial Balance 


July 1. E. B. Mann began a retail paint and varnish business with a 
cash capital of $1,500.00.— During July he completed the following transac- 
tions; unless otherwise stated, the terms on sales are ‘‘on account’. 
1. Paid $90.00 for July rent. 


\2. Bought from A. L. Durr, City, merchandise for $516.50. Paid sey 00, 
balance to be paid within 10 days. 


5. Sold J.-A. Taylor, 22 Poplar St., one 5-gallon pail cream paint a yen 40 
“ a gallon; ten 1-gallon cans Fitich gray at $2.35 a gallon. a s 
6. Received $327.50 for cash sales of paint. 
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- Bought from Johnson Paint Company, City, merchandise for $475.50, 


terms 10 days. 


. Sold O. B. Joy, 215 Center St., 10 gallons green paint at $2. 50; 5 gallons 


pearl gray at $2.45; 5 pallond red paint at $8.25; 5 gallons varnish at 
$4.50. Received cash $25.00, balance 30 days. 


. Sold J. A. Taylor, 4 gallons varnish at $4.50; 5 gallons floor paint at $2.40. 
. Gave A. L. Durr a 20-day note for $216.50 in full of account. 

. Received $204.50 for cash sales. 

. Paid clerk $35. 00, salary for first half of J uly. 


Instructions. (a) Record each of these transactions in the journal. (b) 


Open accounts with Cash (10), Notes Receivable (4), J. A. Taylor (5), O. B. 
Joy (4), J. C. Martin (4), Notes Payable (5), A. L. Durr (5), Johnson Paint 
Company (6), E. B. Mann, Capital (4), E. B. Mann, Drawing (5), Sales (12), 
Purchases (8) and Expense (5). (c) Post the journal entries. (d) Prove cash, 


balance $1,632.00. 


“Take a Trial Balance. 


SS a 


~Exercise 38, R cording Transactions, Postin d Trial Balance xX : 


July 16-31, E. B. Mann completed the following transactions: 


16. E. B. Mann took 5 gallons of paint from stock for use at his home, cost, 


18. 


18. 


20. 


23. 


24. 


< 26. 
88. 


30. 
31. 
a 


$1.95 per gallon. (Credit Purchases account). 
Purchased from A. L. Durr, merchandise for $327.50. 


Gave Johnson Paint Company note for, $300.00 due in 30 days and cash 
$175.50 in full for purchase of-the/ 8th) 


Received $186.50 for cash sales of merchandise to date. 


Received a note due in 10 days from J. A. Taylor for $65.50 in full for sales 
of the 5th and 10th. 


Sold J. C. Martin, 527 Spring St., City, 10 gallons porch paint at $2. 15; 
10 gallons calcimine at $1.40; 2 evions auto enamel at $3.75. 


_ J. C. Martin returned 2 gallons, of the porch paint sold him on the 24th. 


Purchased from the Johnson Paint Company, merchandise for $265.50, 
“terms 30 days. 


E. B. Mann took cash, $100.00, for personal use. 
Received $275.25 for cash sales to date. 
Paid clerk $35.00, salary for last half of July. 


Instructions. (a) Record each of these transactions in the journal. 


(b) Post to the same accounts as in the preceding exercise. (c) Prove cash, 
balance $1,783.25. (d) Take a Trial Balance. (e) Show the present proprie- 
torship, net profit and proof of proprietorship in equation form; merchandise 


inventory, $796.80. 
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CHAPTER VIII 
BALANCE SHEET AND PROFIT AND LOSS STATEMENT 


The method of ascertaining the present proprietorship and net profit 
after recording a group of transactions has been previously explained and 
illustrated. The discussion in this chapter relates to the written reports prepared 
for the owner at the close of a fiscal period. 


\ Fiscal Period. The owner of a business will want to know from time 
to time the results of operating the business because he has invested cash or 
other assets for the purpose of making a profit, that is, increasing the amount 
of the proprietorship. Since the federal government requires a report of 
annual income for income tax purposes, the owner must ascertain the net 
profit or net loss at least once each year. If the nature of the business is 
such that the net profit should be ascertained more often, it may be secured 
monthly, quarterly, or semi-annually. ['The term fiscal period is used in book- 
keeping to describe the period for which the profit is ascertained] 

j~—— 

A monthly fiscal period is a period of operations for one month; it usually begins with 
the first transaction on the first day of the month and ends with the last transaction on the 
last day of the month. A yearly fiscal period includes the operations for twelve successive 
months; it usually begins with the first day of the first month and ends with the last day 
of the twelfth month. A calendar year is a fiscal period of twelve months which begins with 


January 1. A fiscal year is a fiscal period of twelve months; it may or may not coincide 
with the calendar year. 


Merchandise Inventory. (‘The value of the unsold merchandise is ascer- 
tained by taking stock.> The method of taking stock and listing the merchan- 
/  dise in order to ascertain the value of the merchandise on hand is explained 
and illustrated on page 87. The value of the merchandise remaining unsold 
and a list of this merchandise are each referred to as the merchandise inventory. 
When the cost of merchandise sold is not recorded at the time each sale 
is made, it is necessary to record the cost of all sales in one amount at the 
close of the fiscal period. When all the merchandise purchased has been sold, 
the debit balance of the Purchases account shows the cost of sales. When all 
the merchandise has not been sold, the balance of the Purchases account will 
include two things, (1) the cost value of the merchandise sold, and (2) the 
asset value of the merchandise in stock. When the value of the merchandise 
inventory is known, the cost of sales may be ascertained by subtracting the 
inventory from the balance of the Purchases account. 

When the cost price of each article sold is not recorded separately as sales are made, 
the inventory can be proved by a supplementary record of the number of units of each kind 
of merchandise bought and sold. Thus, if a shoe merchant purchased 100 pairs of shoes of a 
given style as shown by the purchases invoices and sold 60 pairs of the same style as shown 
by the sales tickets, he will know that there should be 40 pairs of this style on hand. Ifa 


count shows only 88 pairs in stock and the other two cannot be located, he will know that 
they have been stolen or that sales have not been recorded. 


86 
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sr f— 
The value of the merchandise in stock may be ascertained at any time 


but must be known at E. B. TATE 


the close of the fiscal MERCHANDISE INVENTORY, May 31,19 
period. The illustration —— - ies 


| Bedroom Suites.................. 95.50 286/50 


at the right shows a list | 3 
of merchandise remaining | 4 (ee ae Da nts See aD Oe ath i eee 50! 
: Bed: ibe same man 197.268 Ih 197/25 
in stock after the pur- 4 | Dining Room Suites.............. 57.50 || 230|— 
chases and sales recorded : Dining ee ae sarees enya Petes ! as a 
: | UUULOSE eh os nara ae ; 
In the ledger of E. B. ‘ |10 | Kitchen Cabinets....0..02 0200.0. 27.50 | 275 |— 
Tate, pages 81 and 82 13) Katehen Tables. .d.2 0 dee ee EBON 62h 
: 9 | Refrigerators.............06es-.. 16.25 | 146/25 
ave been completed | 7| Refrigerators.................... 22.50 || 157)60 
This information was ob- 3 aay i et A ots eer ace, Ht ie 
tained by counting the | 8) Rugs.00000000000000000200) 1a26 | iis/os 
merchandise and listing | SPRENGER ote «rear Scorer veer oy es SRE 18.25 | 54/75 
th b f 4 - | 12 BU OR MOTI ae screolog Ris,» vine oe Ok te SOO 
e number of units of | 5 Doz Chalten, eee eh ioe tae DUIS AY OSL TS 
each kind in stock at the | 4 | Doz CAINS Re ae eer yt ee ane cac eee 16.00 64 |— 
ee : ; : Bi Doz ehockers tar tas. fas we 18.00 |} 90/— 
cost price. It is quite 4 | ae Rocketeer oes ee 33.00 || 132|— 
evident that i \ B) OZ. SOCKETa ef aah to mina anr at « 55.00 |; 165}— 
22 eae eae oF (Doz. Curtains... eeceases. 18.50 | 388 50 
§ ~ cos : } DozaCurtain’ Rodsaa ries +a 1:18 |} 21)24 
each ft WMozmCurtains!. cme eten es aoe. 28.00 || 303)/— 
apres at | Bl Doz, Curtains 4005. +. a. 48.00 || 240\— 
.50. | nag emer: 
total, $4,047.82, is the fd Value of merchandise on hand... 4047 82 me 


asset value of the mer- 


Ae oe en Illustration 11, Merchandise Inventory 


*Market price may be used under certain conditions as will be explained in a subse- 
quent chapter. : 


Exercise 39, Fiscal Period 
(ORAL OR WRITTEN) — 


1. C. H. Rogers began business July 1, continued operation through the 
succeeding twelve months, and at the end of that time took stock to 
rr © ae the profit. (a) On what day of what month would the period 

peration close? (b) Was the period a,fiscal year,or a calendar year? 


2. W. A. Lott began business March. 1. f ane wishes to regard each month 
as a fiscal period, (a) when, will’ thé first fiscal period end? (b) when 
will the second fiscal Gera ‘pegin? (c) On what date will the annual 

i 2 
fiscal period slgse z 

3. W. L. Bird began business July 1. (a) When will the first fiscal year 
close? (b) Should W. L. Bird wish to change to a calendar year basis, 
when would the next fiscal period end? ' 


a 
4. W.J. Ward began business May 1. He wishes to regard each three months 
as a fiscal period. When does (a) the first fiscal period end? (b) the 
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second fiscal period begin and end? (c) the third fiscal period begin 

and end? (d) the fourth fiscal period begin and end? 
“5, June 80, the stock-taking day, L. ‘A. Joy, a retail clothing merchant, had 
in stock 16 1 dozen shirts which cost $15.00 per dozen. At what value 

A were these shirts listed on the inventory? 
6. At the close of the fiscal period, June 30, Robert Ward, a retail grocer, had 
/ 0 in stock 1 barrel of sugar, 8320 pounds, which cost $5.50 per hundred 
\ A pounds. At what value would this sugar be stated on the inventory? 

7. The debit balance of the Purchases account is $12,500.00, the credit bal- 
ance of the Sales account $11,800.00, and the value of the merchandise 
in stock at the close of the fiscal period $4,300 0 (a) What was the 


2 cost of the merchandise sold? (b) What vfs#he profit made by selling ” 
Fite tg 


5. * this merchandise? |” -o — 

8. D. L. Ray, a retail sHoe merchant, paid $550.00 for 100 pairs of shoes at 
$5.50 per pair. At the close of the fiscal period, June 30, 68 pairs of 
these shoes remained unsold. At what value will each of these 63 pairs 
of shoes be listed on the inventory? 

vExere 40;. Me eth Inventory 


' 5 
C. H. Underwood, a deal in ‘office furniture, had the following mer- 
chandise in stock at the clos¢“of,the fiscal period, May 81: 


8 typewriter desks, cost $65.00 each. 

5 used typewriters, cost $52.50 each. 

8 chairs, cost $4.80 each. 

3 flat top desks, cost $27.85 each. 

14 looseleaf ledgers, cost $11.50 each. 

32 sections No. 9 filing cases, cost $5.35 each. 
5 No. 12 filing cases, cost $6.40 each. 

250 dozen No. 486 pencils, cost 70e per dozen. 
3 dozen rulers, cost $1.75 per dozen. 

50 dozen pen points, cost 32c per dozen. 


{ D. | A : 
DAsbructions. Prepare an inventory of this merchandise similar in form 
to the illustration on page 87. 


REPORTS 


At the close of a fiscal period, it is customary to report to the owner the 
value of the assets, the amount of the liabilities, the present proprietorship, 
and the net profit or loss resulting from the transactions completed during 
the fiscal period. The written report containing a list of the assets, liabilities, 
and the present proprietorship is known as the Balance Sheet. The report 
containing a list of the increases (income) or decreases (expense) in proprie- 
torship and the net profit or loss is known as the Profit and Loss Statement. 
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Preliminary Work. Before preparing the Balance Sheet and Profit 
and Loss Statement, it is customary to ascertain the present capital which 
will be shown on the Balance Sheet, and the net profit which will be shown 
on the Profit and Loss Statement, and to prove that each is correct. The 
equations discussed and illustrated in previous chapters may be used for this 
purpose. The Working Sheet, however, is a moré convenient form for securing 
the desired information. When the present capital and net profit are known, 
the Balance Sheet and. Profit and Loss Statement may be prepared with the 
assurance that the information stated in each is correct. 


Working Sheet. extended form of the Trial Balance}similar to 
the illustration below is referred to as a (Working Sheet) The purpose of the 
six columns at the right of the two columns for the Trial Balance is indicated 
by the titles of the columns. ; aa 
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Illustration 12, Working Sheet gd @. 7% 


The method of preparing the Working Sheet is described briefly in the 
following paragraphs: 

(1) The Trial Balance is copied on the Working Sheet form. ‘The mer- 
chandise inventory is entered in the Adjustments Dr., column on a line with 
Merchandise Inventory to indicate addition, and in the Adjustments Cr., 
column on a line with Purchases to indicate subtraction; (the merchandise 
inventory is subtracted from the Purchases account and added to the Mer- 
chandise Inventory account to record the cost of sales and \the merchan- 


dise ingen 
3” 
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(2) The first four account balances on the Trial Balance are assets, 
hence each balance is extended into the Assets column. 

(3) The merchandise inventory entered in the Adjustments Dr. column 
is an asset, hence is extended into the Assets column. 

(4) The next three account balances are liabilities, hence each balance 
is extended into the Liabilities column. 

(5) The balance of the Capital account less the balance of the Drawing 
account is the net investment (page 73), hence is extended into the Capital 
column. 

(6) The balance of the Sales account is an income, hence is extended 
into the Income column. The difference between the Purchases account and 
the amount entered in the Adjustments Cr. column is the cost of sales, hence 
is extended into the Costs column. The balance of the Expense account is 
extended into the Expense column. 

(7) Each of the four columns is added. The difference between the 
total assets and sum of the liabilities and invested capital is the net profit 
(page 63). The. difference between the income and the expense is the net 
profit (page 51). The net profit in both cases should be the same. 

The facts obtained from adding the columns expressed in the form of the ~ 
three equations used in previous chapters for ascertaining proprietorship and 
_ profit ‘are: 


ASSETS $6779.07 = LIABILITIES $2870.85-+ PROPRIETORSHIP $3908.22 
INCOME $1405.00 —EXPENSES $846.78=NeET PROFIT $558.22 


NET INVESTMENT $3350.00+-NET PROFIT $558.22 =PRESENT CAPITAL 
$3908.22 


Balance Sheet. A formal written report of assets, liabilities and pro- 
prietorship is referred to as a Balance Sheet, Financial Statement, or State- 
ment of Assets and Liabilities. The Balance Sheet contains the following 
information: 

(1) The title which is the name of the owner, the name of the report 
and the date. 

(2) The name and amount of each asset and the total assets. 

(3) The name and amount of each liability and the total liabilities. 

(4) The proprietorship. 

The Balance Sheet may be prepared at any time the value of the mer- 
chandise inventory is known but is usually prepared only at the close of the 
fiscal period. It is prepared in either the account form or report form as illus- 
trated on page 91. The Balance Sheet columns of the Working Sheet or the 
balances of the asset and liability accounts and the merchandise inventory 
provide a basis for the information shown on the Balance: Sheet. 

The information given on a Balance Sheet shows the condition of the 


business only on the date of the Balance Sheet. In other words, it shows the 
financial condition on a definite date. 


“~ 
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Illustration 18 below is a Balance Sheet i in account form prepared from 
the Balance Sheet columns of the Working Sheet, Illustration 12. The totals 
stated in equation form are: 


ASSETS $6,779.07 = LIABILITIES $2,870.85--E. B. Tats, CAPITAL 5,908.22 


| goo 


| lez zsta7 LelLinalLittat Daj i lezegez 
Tiwetration 13, Betaned Sheet in Account Form 


Illustration 14 shows a Balance Sheet containing the same facts as Ilus- 
tration 18, prepared in report form. The totals in equation form are: 


ASSETS $6,779.07 —LIABILITIES $2,870.85 =K. B. TATE, CAPITAL $3,908.22 on 
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Illustration 14, Balance Sheet in Report Form 
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Profit and Loss Statement. A formal written report of income, ex- 
penses and net profit is referred to as a Profit and Loss Statement, Income 
and Expense Statement, Statement of Income and Expenses, or Loss and Gain 
Statement. The Profit and Loss Statement contains the following information: 

(1) The title which is the name of the owner, the name of the report and 
the period to which it is applicable. 

(2) The sales, cost of merchandise sold, and gross profit on sales. 

(8) The expenses. 

(4) The net profit. 

The Profit and Loss Statement may be prepared at any time the cost of 
merchandise sold is known but it is usually prepared only at the close of the 
fiscal period. It is usually prepared only in one form as illustrated below. The 
Profit and Loss Statement columns of the Working Sheet, or the Purchases, 
Sales, and Expense accounts and the merchandise inventory provide a basis for ~ 
the information shown on the Profit and Loss Statement. 

The Profit and Loss Statement shows the net profit for a specific period 
of time, hence the title should indicate the beginning and closing dates of 
this period. /In other words, the Profit and Loss Statement shows the net 
profit resulting from operating the business during a definite period of time] 


te ae | em et 


Illustration 15, Profit and Loss Statement 


The above illustration shows a Profit and Loss Statement prepared from 

the Profit and Loss columns of the Working Sheet, Illustration 12. The 
information is similar to that in previous equations in statement form used to 
ascertain cost of sales, profit on sales and net profit. 
The balance of the Purchases account less the merchandise inventory 
is the cost of sales. The profit on sales is the difference between the balance 
of the Sales account and the cost of merchandise sold. The net profit is the 
difference between the profit on sales and the expenses. 
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Analysis of Proprietorship. Should the owner wish to know the net 
amount of assets invested in the business and the net amount of assets with- 
drawn for personal use during the fiscal period, this information may be pro- 
vided from the balances of the Capital and Drawing accounts and proved to 


be correct by the addition of the net profit or subtraction of the net loss. The j 


illustration at the right shows the method of preparing this analysis from 
the balances of the Capi- 
tal and Drawing ac- Analysis of Proprietorship: 


Hebe late: 1 ic itn Geer cts ae aes : 
counts shown on the E. B. Peeling: Me] 
Trial Balance, Tllustra- Net IPrOL Gee rei on carte eee $558 EE 
ti 10 A Ab t Withdrawals eres ere of eee 150.00 408 .22 

10n iV, an e ne Presomt Gapital 20. joes ow oe duc $3908 22 


profit on the Working 
Sheet. The net profit less the withdrawals is added to the investment to 
ascertain present capital, that is, present proprietorship. 


ante A ee id _ 


wy Find 8 SUMMARY  <Lfee egg 


Each transaction completed during the fiscal period is recorded so as 
to show its effect on assets, liabilities and proprietorship.* At the close of the 
fiscal period the net profit and present proprietorship are ascertained from 
the Trial Balance and the merchandise inventory through the Working Sheet 
which is an extended form of the Trial Balance. The Balance Sheet and 
Profit and Loss Statement are two separate written reports submitted to the 
owner of the business at the close of the fiscal period. The two reports are 
submitted to the owner at the same time, hence the bookkeeper may prepare 
either report first. 

The Balance Sheet shows the condition of the business at the close of a 
fiscal period. It contains (a) the name of the owner, the title of the report and 
date, (b) list of the assets with the total, (c) list of the liabilities with the total, 
and (d) the proprietorship. H 

The account form shows the sum of the assets equaling the sum of the 
liabilities plus the proprietorship. The report form shows the sum of the assets 
minus the sum of the liabilities equaling the proprietorship. 

The Profit and Loss Statement shows full information regarding the net 
profit or loss for a definite period. It contains (a) the name of the owner, 
title of the report and period to which the report is applicable, (b) sales, (c) 
cost of merchandise sold, (d) profit on sales, (e) expense, and (f) net profit. 

The Working .¢2t is only a convenient form used for ascertaining the 
net profit and pr 2% proprietorship preparatory to preparing the Balance 
Sheet and Prof ‘d Loss Statement. If the Working Sheet is not used, the 
Balance Sheet ..4’Profit and Loss StAtements are prepared from the account 
balances on t' e Trial Balance and the merchandise inventory. The correct- 
ness of each 3 proved through an analysis of proprietorship. 


*When the cost of merchandise sold is not recorded in each sale, the amount of the sale 
is recorded ir. the Sales account, and the total cost of all merchandise. soid is recorded in 


one amount at the close of the fiscal pegiod. 
d ? : 
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‘Exercise 41, Interpretation of Accounts 
(ORAL OR WRITTEN) 


1. (a) What is the balance of the account in the illustration at the 
right? (b) Isit an 


asset or a liability? i ee ony 
(c) Will it appearon 19 at/|s §19 / 
a 5 M ras 5 10 j— 
the left or right side M*Y |}? A 25| a aloe gil 25\— 
of a Balance Sheet 23 5 8 | 20 
in account form? Hy) Ant 
Laer 
2. (a) What is the balance of the acc@apt4at the left? (b) How may 
ya re . ; it be proved to be 
Take = _— correct? (c) Does it 
19 19 show an asset or a 
M i 1|/1000 | —||M 3 ERS Mie SNe Sa 
*Y)10 sil 23als0l | 4 1/| 198/75 liability? (d) Could _ 
25 5 || 879 | 21 31 6|| 125|— it show a credit bal- ' 
>) a H >) ance? (e) Why? . bay 
cae) What i is the balanes of ‘the ‘account at the right? (b) Is it an cee vs 
/ { 4 4 ) > 
ora liability? (c) Will / LS ok id en SY Be 
it appear on the 5 a i 
left or right side of May |25 250|—| May | 5 1 431 50 
a Balance Sheet | | 29 | 105 a ce 
in account form? Il 3i/h 
4, (a) What is the balance of the account at a gta Under es con- .)/ 
C 5 ditions is the balarice™” 
Purdue i ~/(b) an agget © 
8) ae 7 } j a” 
a cost?’ (d) b 
M 4 L}) 19875 
“ : 2 || 431 | 50 asset dnd a cost? (e) 
3 || 587] 61 


Under what titles 
and on what reports 


cage OEE 


will the asset and the cost be shown?’ 


5. (a) What is the balance of the account at the right? (b) Isit an asset _ 
or a liability? (c) Will 
it appear on the left 
or right side of a Bal- vee 
ance Sheet prepared 
in account form? 


Notes RECEIVABLE 


FINCA 


6. (a) What is the balance of the account at the left? ‘b) Is it an asset 


ora. phility? (ce) Will 
it aprear on the left 


4 


5 


50 


18 
22 75 


NotTEes PAYABLE 


| May 


gue er we 


in accourt form? 


C gourrty | xe 


or righ. side ofa Bal- - 
ance Sheet prepared — 
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, v 


a ‘The debit balance of the Expense account is $184.00. Will this be 
shown on the Balance Sheet or Profit-and Loss Statement? 


8. What information will the bookkeeper need in addition to the Trial 


Balance for preparing the Balance Sheet and Profit and Loss Statement? Wh JA 


9. How are the assets, liabilities, and proprietorship arranged on the 


Balance Sheet in which assets =liabilities+ proprietorship? A Za 


— 


10. How are the assets, liabilities, and proprietorship arranged wher the 
Balance Sheet shows the information as assets —liabilities = proprietorship?’ 


11. Is there any difference in the facts ge Py the account form 


and report form of the Balance Sheet? 


12. Total assets, 500.00; total liabilities, $15,700.00. What is the 
proprietorship? 

13. What period Dido: is represented by a Balance Sheet? f as 

14, State the title of a Balance Sheet prepared for G. A. Craft, July 31 
of the current year. 

15. What period of time is covered by a Profit and Loss Statement? 

16. State the title of a Profit and Loss Statement prepared for G. A. 
Craft, July 31, for an annual fiscal period. 


yExercise 42, Working Sheet and Reports 


The Trial Balance below shows the account balances resulting from trans- 
actions completed by J. C. Parsons, a retail merchant, during the month of 
March. The merchandise on hand at the close of business, March 81, is given 
below the Trial Balance. Prepare a Working Sheet, a Balance Sheet in report 
form showing the present proprietorship, and a Profit and Loss Statement 
showing the net profit for March. 


J.C, PARSONS 
TRIAL BALANCE, March 81,19 


tl eC cect me PMN oS Neos vi iiauctebe Ys bo sara. aye in) cralialiava aes da 1838 40 Bes he 
CA) TAGE RC ECTRULUEL., Aag, o> eee tnt te Ons oe ie meen ye Peete AB OMGE Ell tentetn ie 
BECOME SO UIEC Ke mente tories ite au-neethnlefaxe Siete ie0c nk ah aot 2 117|25 
4. JBL 1, VbG AACE Fale ee ORS Bio SAR ne ce eR a ne Pee 185|50 
aI erC tr ATICiae PUN VCNLOTY bes ian eyay iid loz iee ts as vhveals ois 0 ols MMU nebo ervell| oa tae ni 
MIN Gta e Ec Ab Ome Mi metneen cca ety fliusis, chy o sttiz.e ast sts, o[4t a Foil eotenees etn lta 800)/— 
Cl Toegecor iy Sar Sis 2 ae pe 8 eee ae ere ie Peer RAR A ae ge or eel 1265150) 
MGI] (Ger g are TESA we SA ay, Ge oe en eel all ea zopls0 
es EO sar SOLISe WADICAL fac us sae aot ateyslle ial atenetes =: late colalielsio.0m |e allaa elles 8259|— 
HA eNO eae earOEScg 10S WAIN. 5 coy -nslley city eyenare verele/alicie Ciel oltre ie oi¥i8 Jes 9. 008 200i— || ..... ¥ 
FG ec coer Es cattails wpvicletoiare ais here ayak vets eel ||| eee alba 1500/25 
HUMMER LVaM RIT NT Nall ete Sonar hace e yulla, see alaNRD eae vamENN Ota # « ASTSIGO Na eedlan 
Ta Sy Oe ee a ee 2121564 eae 
7580/05 |} 7580\05 
Notation: _———S | —] | =——_———' -—— 
Merchandise Inventory, $3493 .25. 


) \ 


a, 
j 


Z, 
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Exercise 43, Balance Sheet and Profit and Loss Statement 


From the facts given in the Working Sheet below, prepare a Balance 
Sheet in report form as in Illustration 14 and a Profit and Loss Statement 
as in Illustration 15. 


S. H. ROSS 
WoRKING SHEET, February 28, 19 


Trial Balance Adjustment Balance Sheet | Prost and Loss 
Name } | 
ce coute Dr: Cr. Dr: Cr. || Assets || L.& C. ! C.& E. E fone 
| || re he 
Cush tte er aise 2464\—|..... 2464|—||....]..|].. 
INotes* Recs 5 see 500 hee 500\—||....|.- |}. .-- 
INGO UY nb done 1485|—]]..... es | erates ae wee e[. .[]1485)—| Parley |e par be | Se. 2 he 
NMdsex inva lmeaenes as: ane cee Se one. Ge - M4279) he cy. M42 TO ee ilk othe sealed eee 
Notes Payable..... ||. 1... ea eee OP fe ES Re 
Acctsabayablessaer |imemee .. || 1825|—] Ae 1320 — ee mee 
SoH Rossi @apeeeete, jes ..|| 6787/— dE 6787\—)|... eI? 
ales ine see cee (ee 2 oe .. || 6426|— ee | caostoe fs + fh ose al hal OO ee 
Rurchaseseey eet si 9320 eee , 4279|— 2/5550}—|. . . . 
EXDense ee et if) oy | ee | .|| 885|—|| 
14663|—| 14663 —||4279|—|4279 —||8728,— 32375935 — 6426 — 
Met Progen sow Mat el. iw ce .. J.-J -[--ffee- ff] 491} ]} 491 ipee 
8728|—||8728|—|6426|—||6426|— 


Exercise 44, Working Sheet and Reports 


The Trial Balance below shows the account balances on the ledger of 
Walter Green, a retail merchant at the close of the annual fiscal period, Decem- 
ber 81 of the current year. Prepare a Working Sheet, Balance Sheet (in report 
form) and Profit and Loss Statement. 


WALTER GREEN 
TRIAL BALANCE, December 31,19 


OCS i ee es ee kt Oy % 2947150 Read ; ; 
Notes Receivable oo... Sst «0 cto crc oe ere 851/50 ||.....].. 
Ah Bane sae... Cighin Merce cee Re eee 465/80) Th. Sas 
(Oly Li SR oe en oe eS Bidiad Wy Shes 
Nierenandise Inventory’... 6.0%). seas dew v we oc ome oe bein eee ee 
INTO CESRPS VATS: | Riteerrsces crests 6 «sus 0c: ene cpecnetcge, eee, oe 1000|\— 
Dodson-Bros.s i eertsg keris «sis «one 5 cosine Utes ane a ««.|} 1451!'50 
Union Mie? Company fee cnn. % os vicue eee ee en .<.1| 1525:60 
Walter Greens: Capital tic, fic. stewie bie 6 ORR RO ine ke Ree ...|| 5000/— 
Wialter Green eDrawings aiccanicn tiene ok koe eee 3385 25 sae 
Sales Ri eeu an rae PME iva Dicks eotayiesn au crests) ee ee ee 28516 90 
Purchases attra ross: tno a tohe ened ine, OR ey eee ee eee 25870 10 
Salary’ Mxpensenvee.daccvacit on eee ee eG ee ier ols ae S940 Wie 
Ren tx perise Mag | pl abcchoc eae ei. Cn ce, 8 ie ae 1800\—= fl ay eke 
Miscellaneous Expense... acaniMeee ice Cone a 419/40 ||... .|.. 
aaa a Notation: wiki BRE we hs 
Merchandise Inventory, $3,155.23 |: 


CHAPTER IX 
CLOSING THE LEDGER 


When the income and expenses are recorded as increases and decreases 
in the owner’s capital account as in Chapter I, the balance of this account will 
show proprietorship. When the income and expenses are recorded in accounts 
with Sales, Purchases, and Expense, it is necessary at the close of each fiscal 
period to close the income and expense accounts into the proprietor’s account. 
The process of closing the income and expense accounts is explained and 
illustrated in this chapter. 


Closing the Ledger. The process of transferring the net-profit_or_net 
loss shown by the Profit and Loss Statement to the owner’s Capital account. 
‘is referred to as closing the ledger. } The ledger is closed at the end of each 
fiscal period. 

The process of closing the ledger requires the following: 

’. (1) An entry to adjust the Purchases account so that its balance will 
show the cost of merchandise sold. 

(2) An entry to transfer the balance of each income and expense account 
to a summary account the title of which is Profit and Loss Summary. 

(3) An entry to transfer the balance of the Profit and Loss Summary 
account (net profit or loss) to the account or accounts with the owner. 

The entries to adjust and transfer account balances are made in the 
journal. When these entries have been posted and the accounts that balance 
ruled, the ledger 1s closed. [The only open accounts after the ledger is closed 
are the asset, liability and capital accounts; these accounts are shown on the 


Balance Sheet 


Closing Entries. The Working Sheet is usually used as a guide for 
making the entries necessary to close the ledger. The closing entries are made 
in the same order as the accounts to be closed appear on the Working Sheet. 
This is usually in the order outlined in the preceding paragraphs. 


Method of Closing the E. B. Tate Ledger. Since closing the ledger 
requires transferring the balance of one account to another, the process can 
best be understood from illustrations showing the account balances, the trans- 
fer entries and the results of posting these entries. The discussion and illus- 
trations in the following paragraphs relate to the ledger of E. B. Tate on 
pages 81 and 82. The entries are made in the same order as the adjustments 
and income and expenses appear in the Adjustments and Profit and Loss State- 
ment columns on the Working Sheet, page 89. 


oi 
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BOOKKEEPING AND ACCOUNTING 
Entry to Adjust the Purchases Account. The balance of the Pur- 
chases account including the beginning merchandise inventory shows the total 
purchases during the fiscal period. This balance is the ccst of merchandise sold 
if there is no closing merchandise inventory. When there is such an inventory, 
the cost of merchandise sold is the difference between the balance of the Pur- 
chases account and the closing merchandise inventory. 

In order to show in the Purchases account the cost of sales, the mer- 
chandise inventory is transferred from the Purchases account to the Mer- 
chandise Inventory account. The transfer is made by subtracting the inven- 
tory from Purchases (this is accomplished by crediting the Purchases account) 
and adding it to the Merchandise Inventory account (this is accomplished by 
debiting the Merchandise Inventory account). When this entry is posted 
the balance of the Purchases account which heretofore has shown two things 
will show only one, that is, the cost of merchandise sold, and the balance of the 
Merchandise Inventory account will show the value of the asset merchandise. 


The illustration at the right shows (a) the Purchases account as it appears 
in the ledger on page 


: PURCHASES 
82, (b) the entry in === ; | 
the journal to record i May ay 2 719 2165 42, May | 9. 79) ele 
the merchandise in- 12 79/1162 90, Pid oo 
4 ‘i Be 4686.27 |80 1407 Pal / i 

ventory, an (c) the (4736 \27|| | Pe 
accounts in the ledg- May 31,19 Pose 81° 
er after this entry _$——is__om 
has been posted. 81} Merchandise Inventory........ || 4047 leo 

The balance of 82 Bee ey gence oe 4047 | 82 
the Merchandise In- naentereo ee ee ) 
ventory account now | | 
shows the asset value MERCHANDISE INVENTORY 
of the merchandise j9 | , I . | 
on hand and the bal- May (81 81 ‘4047 ial | | | 
ance of the Pur- ¢ I Hl | il 
chases account, the __ Zs _ PURCHASES 
eost of the goods ¥ C * ets e i 

® 6“ ” ay | ZiiN ay 9 9 50 |— 
sold; “Inven. 12 79/1162 90 31 Inven. $1 4047/82 
in the explanation 9| 4686.27 /80 re 95), 4097| 82 
column of the Pur- i a | 


chases account explains the entry. Since the amount recorded in the Mer- 
chandise Inventory account is the value of the inventory, it is not necessary 
to write “Purchases” in the explanation column. 


The next entry in the process of closing the ledger is to transfer the bal- 
ance of the Sales account to the Profit and Loss Summary account. 


To Close the Sales Account. The credit balance of the Sales account 
shows the income from sales. 


It is transferred to the Profit and Loss Sum- 


*The preceding journal entries were recorded on pages 79 and 80 of this text, hence 
“81” is used as the next page in the journal. 
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mary account. The transfer of the credit balance of the Sales account to 
the Profit and Loss Summary account is accomplished by subtracting the 
balance from the Sales account and adding it to the Profit and Loss Sum- 
mary account. The subtraction is accomplished by a debit to the Sales 
account and the addition by a credit to the Profit and Loss Summary account. 
The illustration at the right shows (a) the Sales account as it appears 
in the ledger on page 
82, (b) the journal SALES 


entry necessary to | | Pers 5a 
transfer the balance | ay | 6 79|| 198|75 
Be chetonles/account | : i 79 | 118/60 
to the Profit and | 18 '80 || 562/75 
Loss Summary ac- | Ba 0 #0 
count, and (c) the ac- [11406] — 
counts after this en- 
try is posted. & Re 81 ae 
When the jour- —/g3| “ "Profit and Loss Summary...” 1405 — 
nal entry is posted, To close the Sales account. 
the Sales account is 
in balance and is SALES 
ruled. The credit 19 Roa |e a iS Se ee 
balance of the Sales May (|31)P.and L. |/81/1405 =i ay ic i ee 
account, $1,405.00, is | 15 79| 247| 50 
now recorded on the | ae a ne i 
credit side of the . a em 26 80|| 159] — 
Profit and Loss Sum- (11405 |—|| a — 
mary account. Ss a Tae a 
“pales” and “P. 1 | / 
& L.” are written in PROFIT AND Loss SUMMARY 
fMecemiapaion co---- | 4: #3 fT Ch Che Sa 


umns to show the | '|/May | 81|Sales | 81/1405) — 
reasons for the entry. | i kay | 


The next entry in the process of closing the ledger is to transfer the bal- 
ance of the Purchases account to the Profit and Loss Summary account. 


To Close the Purchases Account. The balance of the Purchases ac- 
count on page 98, after the value of the merchandise inventory has been re- 
corded on the credit side, shows the cost of the goods sold. If this amount is 
subtracted from the amount of the sales, the difference will show the income 
from sales. To make this subtraction, the balance of the Purchases account, 
$638.45, is transferred to the Profit and Loss Summary account as a debit. 
The Profit and Loss Summary account is debited to show subtraction from the 
sales recorded on the credit side; the Purchases account is credited to indicate 
that the cost of merchandise sold has been taken from this account and trans- 
ferred to another account. 
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The illustration at the left shows (a) the Purchases account as 
it appears on page 98, (b) the Profit and Loss Summary account as it 


P appears after the 
PNA by a nek Cea ee os EB es econ nas. 
19 | | “19 | 
May (2 19. 2165 42 May | 9) 79 60 — been transferred to 
2 79.1162 90 | .31 Inven. 81404782 it, (c) the entry 
bee fe oi ete [ew 4097 8 in the journal to 
ee a i ue zx : transfer the balance 
———— a ahd - - iN ples ee of the Purchases ac- 
| ; 
| | 1 | | “May 318s Sales 81 1405 _. count to the Profit 
| | | | i | | and Loss Summary 
ee 31 i account and (d) the 
83 | Profit and Loss Summary...... | 688 45. | ae | is accounts after this en- 
Simm EAU Ch AS GS ar regete te levee rite ts | ! 
To close the Purchases’ | | | try has been posted. 
| account. | | ) The debit bal- 
ance of the Purchases 
PURCHASES 
Sasne STE —— oon account now appears 
19 | } j ; | . “ 
May 2 79 19 2165 42 Alay. 9 79 50 — on the debit side of 
12, 19 [23g2 2 is 81, Inven. (81 4047.82 the Profit and Loss 
29; 4686.27 80/1407 195 | 31| P. & L. 81 688 45 Summary account. 
os ae | (4136 ll A | 4736 27 “Pur.” is written in 
el a oe fa ae the explanation col- 
umn of the Profit 
SRP, salt _ PROFIT oe Loss SUMMARY _ in —_. and Loss Summary 
a ‘19 | ; ; Bi . aecount and “P. & 
May 31 ur, 81 638 45 | ay 81 Sales 811405 — JT » 3) inn Purchases 


f | 
| | i ) | | account. 

The next entry in the process of closing the ledger is to transfer the balance 
of the Expense account to the Profit and Loss Summary account. 


To Close the Expense Account. If the Profit and Loss Summary 
account is to summarize all income and expenses, the debit balance of the 
Expense account must be transferred to the summary account. To make this 
transfer, it is necessary to credit the Expense account and debit the Profit and 
Loss Summary account. Profit and Loss Summary is debited because expenses 
tend to decrease the proprietorship. 


The illustration at the left shows the Expense account as it appears in 
the ledger on page 82 and the Profit and Loss Summary account as it appears 


= itt BENS ee _ after the sales and 

19 j | | | oa 

aCe an 
| A 208 33. | | | | it as a result of the 


= _Paovir AND Loss. SUMMARY —= 


. two preceding closing 
entries. The journal 
entry to transfer the 
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balance of the Expense account to the Profit and Loss Summary account 
and the Expense and Profit and Loss Summary accounts after this entry is 
posted are shown at 


the right. The Ex- | 31 ‘eee | 

pense account is in Ce ae ene) ere eee britpee | 208 |83 patae 

balance and is ruled | To close the Expense ac- 1 | 

as illustrated. The | roune. | l | 
_EXPENSE | 


debit balance of the os == 


= 5 oe 
Expense account, May 2 Rent 791 83.83 May '81| P&L. a 208 33 


$208.33, now appears (81 Salary 80 126 || | | i 
on the debit side of a __| 208 83 | | 208 33 
the Profit and Loss ~~ Sec i 7 ami 1S 
Summary account. ey a ae _Prorit AND — SUMMARY 7 


“Expense” and “Dp. 19 oT ; | a == = a = 
& L.” are written in May | bea yon at $38 4 45 ‘May 31 Sales By 1405 a 
the explanation col- | | | | ae 7 
7 Pte] 


umns. hae 


| 
| | 


1 cit 


The concluding entry in the process of closing the ledger is to close the 
Profit and Loss Summary account. 


To Close the Profit and Loss Summary Account. The Profit and 
Loss Summary account shown last in the preceding illustration contains all 
of the increases and decreases in proprietorship because of the transactions 
completed by E. B. Tate and recorded in the ledger on pages 81 and 82. The 
credit balance is the net increase in proprietorship or net profit. This agrees 
with the Profit and Loss Statement, Illustration 15, page 92. 


The Profit and Loss Summary account may be closed by transferring 
its balance to the Capital account or by transferring a sufficient amount of the 
profit to the Drawing account to close that account and by transferring the 
remainder to the Capital account. 


The Capital and Drawing accounts as they appear in the ledger on page 


82 and the Profit and E. B. Tarr, CAPITAL 
Loss Summary ac- Fina Hg — = 7 7 —— ‘as 19 — mI aoe — 7a ——i — 7 
count after the Ex- | | || May ; 1 0 8500) — 
pense account has | de 1 dil | | 
been closed into it ss E. B. Tate, DRAWING : 
are shown at the 19 | | . ss | | i 
; May | 9 19 — 
right. The entry to 16 79| 100\ | | 
transfer the balance (160 | 
of the Summary ac- | _ Prorit AND Loss Pye 
count to the Draw- ah aE —— 
ing and Capital ac- May 31) Pur. 81 638 45. May 31 Sales al 1405 — 
counts is illustrated 31 Expense 81 208 33, | | 

l 


on page 102. I tll an 
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The journal entry required to transfer the balance of the Profit and Loss 


Summary account to 
the Drawing and 
Capital accounts 
and the results of 
posting this entry are 
shown in the illustra- 
tion at the right. The 
Profit and Loss Sum- 
mary account is deb- 
ited as the net profit 
is subtracted from 
this account. The 
Drawing and Capital 
accounts are credited 
as the net profit is 
added to these ac- 
counts. The Profit 
and Loss Summary 
and Drawing ac- 
counts are in balance 
and are ruled as in 
the illustration. The 
profit to remain in 
the business is re- 
corded in the Cap- 
ital account. 


83| Profit and Loss Summary...... i} 


' 


31 | | 


| 82} E.B. Tate; Drawing........ } 150| — 
82| EE. B. Tate, Capital......... | } 408) 22 
To close the Profit and Loss |) 
| Summary account. l 
| i 
E. B. TATE, CAPITAL == 
| i il = a a 
Pres Cap] + 3908 22 Ma y | L 81 a 
Tk ' 31/P.&@L. |81, 408/22 . 
i a, | 
(3908 22 | _|3908 22 
= Nined 1 ‘Pres Cap v |3908) 22 
| | | i ) 
E. B. TATE, DRAWING 2 
wl) uf com ie * 19 | rs | 
May! 9 79| 50|— |May | 81/P. & L. a 160| = 
16 79 100|—| | | . ) 
lcs 
|_| 150|—|| || 150 |— 
Pay es! ‘ae a 1 oe / = = 1 "ae 
PROFIT AND Loss SUMMARY re 
qo aa = = = lo 719 et 
May | 81| Pur. 81. 638. 45 | May | 31) ‘Sales [81/1405|— 
31|Expense |81| 208/33) ) ae 
31|Drawing/81) 150\— |) in| 
31 | Capital 81) 408/22 | ) | 
| Hil | | 
x aoe | = | lixa05|—_ 
fate 1. | | ft 


The balance of the Capital account ae the present capital. The Cap- 
ital account may be balanced as shown in the illustration and explained. on 


page 107. 


Exercise 45, Closing Entries 
(ORAL OR WRITTEN) 


The accounts in connection with the following questions appear on the 
ledger of A. W. Mann at the close of the monthly fiscal period, August 31. 


1. The Purchases account at the right shows the purchases during a fiscal 
period. (a) State the pe necessary to record the merchandise inventory of 


$725.00. (b) What. 
entry will be required : PURCHASES 
to transfer the bal- re 
ance of this account ““® |3 a oon oF eee 22 || 50 |— 
to the Profit and Loss 31 22 fi — 
(6) 


Summary account? 
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2. The Sales account at the left shows the sales andres nse during 


a ie v4 
0.108 


2 


SALES a fiscal period. State 
19 19 i the entry necessary 
Aug. | 8 22|) 61/75 || Aug. | 6 92|| 472\21 to transfer the bal- 
a 7a oe i all seals, ance to the Profit 
30 22|| 306137. and Loss Summary 

1428|52 account. 


3. (a) What does the balance of the Expense account at the right show? 
(b) State in journal 


EXPENSE 
form the entry re- i 
quired to close this Aug. | 1] Rent 29|| 75\— 
account. Th 10 Postage yy 4 50 
(c) What 18| Repairs |22|| 25|— 
account will contain 31| Salary 22|| 100|— | | 
the balance of the 204/50 | 


Expense account when this entry is posted? 


4. The Profit and Loss Summary account at the left contains the balances 
of the accounts which show increases or decreases in proprietorship for a fiscal 
period. (a) What does 


PROFIT AND Loss SUMMARY ‘ 
this balance show? 


19 W19 7: 
Aug. (31/Pur. all 625|—| Aug. [silsates —_ealltesslag (b) To what account » |-/ 
31] Expense a! 204/50 | (142 GO accounts will it 

Pe GERD 4? be transferred? 


| 

Yo (c) 
State the journal entry necessary to transfer the net profit to the Capital and 
Drawing accounts illustrated (Questions 5 and 6) below. 


5. The Drawing account at the right shows the drawings during a fiscal 


period. (a) What sa 
does the balance A. WW; MGR DRAWING \ 
show? (b) If A. W. 19 

4 Aug. |12 22 ie T5\— 
Mann regards his ~~ jet} \ 22|| 50|— 
drawings as expense — 30 22|| 50|— 


how would this ac- 
count be closed? (c) What effect would closing this account as an expense 
have on the balance of the Profit and Loss Summary account? , 


_ 6. (a) What account may have been debited for the first entry on the 
credit side of the Capital account below? ; (b) What account may have been 
A.W. Mann, CaPitaL  ~ 


a le le 19 entry on the debit 
Aug. |16] 22|| 300|—} Aug. | 1 2//3000|— side? (c) What ac- 
Ba LE tes CAN) ec eal e <a RO be count was probably 
3233|93 8233|93 debited for the sec- 

= SF == Sept. al Py 2933193 ond entry on the 


credit side? (d) 
Where is the corresponding credit for the second entry on the debit side of 
the Capital account? 


credited for the first | 


a 


AR 
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Adjusting and Closing Entries. The illustration below shows the 
adjusting and closing entries discussed and illustrated on pages 98 to 102, 
recorded in consecutive order. The first entry adjusts the Purchases account 
and records the merchandise inventory and cost of sales. The second, third 
and fourth entries transfer the balances of the Purchases, Sales and Expense 
accounts to the Profit and Loss Summary account, and the fifth, the balance 
of the Profit and Loss Summary account to the Capital and Drawing accounts. 


PAGE 81 


Zo \s7 


OF) = 


AO >? 


| 
Illustration 16, Adjusting and Closing Entries 


The Ledger Closed. Illustration 17 on pages 105, 106 and 107 shows 
_ the ledger after the above adjusting and closing entries have been posted, the 
accounts ruled and the Capital and Cash accounts balanced. This iia 
shows the same information as the ledger on pages 81 and 82 but with the ad 

justing and closing entries recorded. ; 


The open account balances provide the informati . 
re “oi tre ation for th 
Assets = Liabilities + Proprietorship.” es aheten 
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Illustration 17, Ledger Closed, Page 81 
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Illustration 17, Ledger Closed, Page 82 
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Illustration 17, Ledger lneed? Page 838 


Post-closing Trial Balance. A Trial Balance prepared from the ledger 
after the closing entries have been recorded in it and the accounts in balance 
ruled is referred to as a Post-closing Trial Balance. 

Illustration 18 below is a Post-closing Trial Balance prepared from the 
ledger, Illustration 17 on pages 105 and 106. It shows that the ledger is in 
balance and contains the same facts as the Balance Sheet on page 91. 


———— 


41748 zl. 


Illustration 18, Post-closing Trial Balance 


Balancing an Account. When it is desired to rule an account which 
does not balance and carry the balance down below the ruling on the same . 
page or forward it to a new page, the process is referred to as balancing the 
account. It is customary at the close of the fiscal period to balance the Cash 
account and the owner’s Capital account. The method of balancing these 
accounts is shown in the illustrations on pages 105 and 106. 


SUMMARY 


The ledger is closed at the end of the fiscal period. . The purpose of clos- 
in e ledger is to record the net profit in the Capital account. [The Work- 
ing Sheet is used as a basis for the closing entries. 


7 
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The cost of sales is recorded on the ledger by recording the merchandise 
inventory as a debit to the Merchandise Inventory account and a credit to 
the Purchases account. The cost of merchandise sold, sales, and expenses are 
summarized in the Profit and Loss Summary account which is a temporary 
account, opened and closed in connection with the ledger closing. The balance 
of the Profit and Loss Summary account is transferred to the Capital and 
Drawing accounts or the Capital account.. 

When the adjusting and closing entries have been recorded in the journal 
and ledger, the open accounts in the ledger will provide the needed informa- 
tion for the equation ‘Assets = Liabilities + Proprietorship.” 


Exercise 46, Closing the Ledger 

The accounts in the ledger below contain a record of the transactions 
completed by Walter Tull, a retail merchant, during the first monthly fiscal 
period beginning April 1 and ending April 30. Copy these accounts on ledger 
paper. Prepare a Working Sheet, Balance Sheet, and Profit and Loss State- 
ment; cash balance, $1,182.25; merchandise inventory, $1,143.55; net profit, 
$325.80; Prepare the adjusting and closing entries and post. Rule all ac- 
counts that balance and balance the Cash and Capital accounts. 


; CASH 
19 ts 19 | ) 
April} 1 1 |} 2000|— || April| 2 | 80 | — 
8 1 381} 25 3 1 || 1680 | — 
10 1 11/50 5 1 48)7 
12 1 Bolte 15 1 45 | — 
18 2 291) 50 2T 2 4/50 
25 2 345 | 50 30 2 45 | — 
WALTER TULL, CAPITAL 
19 
April} 1 | 1 | 2000 | — 
SALES 
19 19 
April | 27 | Return 2 4/50 |] April} 8 af 381 | 25 
12 1 55/75 
18 2 291} 50 
25 4 345 | 50 
: PURCHASES 
me 19 - 
Drile ins 1 || 1680 | — |] April} 10 | Return 
5 | Ts 48| 75 ; ae 
RENT EXPENSE 
19 
SALARY EXPENSE 
19 
April | 15 ul 45 | — 
30 2 45 | — 


= : 


ys 
PRACTICE SET No. 1 &? 


RETAIL CLOTHING BUSINESS : XN 
R. B, ALLEN, PROP. ‘Olin 


The purpose of this set is to provide additional practice in recording 
transactions so as to show their effect on assets, liabilities and proprietorship. 
The transactions are to be recorded in the journal and posted to the ledger pro- 
vided for the set in connection with the exercise blanks; see inside front cover 
of these blanks. Loose journal and ledger paper may be used if desired. 


The transactions to be recorded are representative of those which would 
be completed in a business of a similar nature. 


_ There are two methods of presenting the lessons in bookkeeping, one 
through short exercises which develop specific methods of bookkeeping pro- 
cedure and the other through recording the transactions in a practice set com- 
bining the various procedures presented in the short exercises. For this reason 
the transactions to be recorded in this practice set are a review, providing an 
opportunity to apply all of the lessons in bookkeeping procedure presented in 
previous discussions. A knowledge of bookkeeping procedure is of little value 
unless one can apply it to the recording of transactions completed by a business. 


February 1 a 
No. 1. R. B. Allen inyés d $2,500.00 cash in the retail clothing business. 


The purpose of this cash inv¢stment is to provide money for purchasing merchandise 
and paying the operating expenses of the business. Mr. Allen will need more than $2,500.00 
to provide the necessary capital for operation but can obtain a part of this needed capital 


Main Street for month of February. 


The purpose of this payment of cash is to secure a home for the business. Should 
Mr. Allen require a receipt, it would be in the same form as the one illustrated on page 75. ~ 
It is desired to show expenses incident to rent and salaries in separate accounts, hence, anh: 
“Rent Expense” will be debited for the rent paid. f gis 


reyy \ 


ML. theca Leaks 
F.. Sh ke February 2 
No. 4. Purchased a stock of clothing and haberdasheries from the Globe 
Clothing Company, City, invoice of this date, $1,640.50. The agreement 
was to pay cash for one-half of this purchase upon delivery of the goods and 
the remainder within 30 days. The purchases invoice received was similar 


to the ee illustrated on page 75. , | ay 
/ Al i re a > ( 1—t-+ 0 tla : 


hrougt this transaction, Mr. Allen increases the assets the amount of the purchase, 
No entry for the cash will be made until it is paid when the goods are delivered. 


= ae £ : 109 
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No. 5. The baerehandiee purchased from the Globe Clothing Company 
has been delivered. Paid this firm $820.25 as per agreement. 

Mr. Allen now has less cash and owes the Globe Clothing Company less. 

No. 6. Sold C. A. Walker, 325 Chestnut St., City, terms 10 days, sales 
ticket No. 1, one overcoat, $75.00, 2 shirts at* $2.50. — (7° 7? 


Record this entry in the journal like the fifth entry on page 79. The explanation should 
be, ‘‘Sales ticket No. 1, 10 days”. It is not necessary to describe the items in the entry 
because these are described in the sales ticket, a copy of which was retained by Mr. Allen. 


6 wr py February 4 


No. 7, Purchased merchandise from the Sapiro Clothing Company, City, 
terms 10 days, invoice dated today, $187.50. 
Qe = v a a - § : on 2a 40 Ka 


; 
at 
Was 


February 5 


No. 8. Sold merchandise to charge customers as follows: 


OB, A. Stein, 116 Smith St., City, sales ticket No. 2, $62.50. 
© W.R, Hall, 51 Fern St., City, terms 15 days, sales ticket No. 3, $33.75. 


ADs Ante Do» 
No terms in the first sale indicate that the customer should pay the bill on or before 
the first of the month; the terms in the second sale indicate that the customer should pay 
the bill on the 20th. Fo Lho Ack Jie 2 


3 — . 


February 6 
No. 9. Received $452.85 for cash sales to date. 


This transaction results in an increase in the asset cash and an increase in sales. 


No. 10. Paid James Ball $35.00 and C. A. Duggan $25.00, salaries for 
the week. D rv 
Debit Salary Expense and credit Cash in one amount for the two salaries. The 
explanation is “Paid clerks’ salaries week”. or 
C4 &, / 
| Post the transactions completed this ‘week, and prove eash. The eash 
balance is $1,972.60. Arrange the accounts as instructed on the inside front 
cover of the ledger. | If loose paper is used, arrange the accounts in the same 
order as in Illustration 9 on pages 81 and 82. Allow twenty lines for the 
Cash account, eight lines for R. B. Allen, Capital, fifteen lines for the Sales 
account, ten lines for the Purchases account, nine lines each for the Salary 
Expense, Miscellaneous Expense and Profit and Loss Summary accounts, and 
five lines for each of the other accounts. an 


a -~ 


t dy 
gr A447) 


*When the word “at? appears between the number of units and the price, it indicates 
that the price js per unit; without this word, the price applies to the entire quantity. ‘2 
shirts: at $2.50 is equivalent to ‘2 shirts at $2.50 each, total $5.00”. Had the statement 
been “2 shirts, $2.50,” the total sale would have been $2.50. 
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February 8 


No. 11. Sold Walter Baer, 1125 Third Ave., City, terms 10 days, sales 
ticket No. 4, $191.65. ~ 


No. 12. Paid the Excelsior Tie Company $65.50 for ties purchased from 
them and delivered today. 


February 9 
No. 13. R. B. Allen withdrew $100.00 in cash for personal use. 


February 10 
No. 14. Purchased merchandise on credit as follows: 


Globe Clothing Co., City, terms 30 days, invoice of the 9th, $342.50. 


Brown & King, Dayton, terms 10 days, invoice of the 8th, $182.75.; to 
be delivered by their truck. 

Merchandise purchased from business firms in the city is delivered by truck. When 
the merchandise is purchased from a firm in another city, the purchaser may expect to pay 


the freight unless the seller has agreed to make delivery. It may be assumed that Dayton 
is a nearby city and that Brown & King maintain a delivery service free to their customers. 


February 11 
No. 15. One dozen shirts purchased from Brown & King on the 10th for 
$16.50 were not the.style ordered. Returned PSN EL Senge collect. 
February 12 
No. 16. Received $50.00 from C. A. Walker to apply on account. 


No. 17. Sold Walter Baer, City, sales ticket No. 5, $120.00. Received 
cash for one-half of this amount, balance to be paid within 10 days. 


Record as in the entries shown at the top of page 55. 


February 13 
No. 18. Received $365.40 for cash sales during the week. 
No. 19. Paid $65.00 for services as follows: (as Oe 


Clerks’ salaries for the week, $60.00. 
Delivering merchandise $5.00. 


Expenses which can not be classed as rent expense or salary expense are entered in 
the general expense account under the title Miscellaneous Expense. 


Post the transactions for the week and prove cash, balance $2,217.50. 


(\ February 15 


wg Gr aer 
No. 20. Gave the Sapiro Clothing Company a 30-day note for $187.50, 
balance due Sunday, February 14. a. 
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February 16 


No. 21. Purchased merchandise from Brown & King, terms 15 days, 
invoice of the 15th, $107.60. ° 
No. 22. R. B. Allen withdrew $60.00 cash for personal use.” 
> ae tS 


February 17 


No. 23. Received a letter from B. A. McDaniels, Concord, with $40.00 
inclosed an a request to ship him by parcel post, one suit of clothes and one 
overcoat which he had selected when he called at the store last week. C. A. 
Duggan made out sales ticket No. 6 for $90.00, the sale price, and shipped 
the clothes. 

Paid 60c for stamps used to mail the package and charged the amount 
to B. A. McDaniels. Mr. McDaniels said he would pay the balance when he 
received his monthly pay-check, February 26. 


February 18 


No. 24. Received cash from Walter Baer in full for sale of February 8. 
No. 25. Paid Brown & King balance due for purchase of February 10. 


February 19 


No. 26. Purchased merchandise from Brown & King, terms 20 days, 
invoice of the 18th, $125.30. 


February 20 


No. 27. Paid Globe Clothing Company one-half of balance remaining 
-\unpaid on purchase of February 2. Consider one-half of the 25c to be 18c. 

No. 28. Received from W. R. Hall $50.00 on account of sale of Feb- 
» ruary 5 with the promise to pay the balance February 27. Sold him the 
merchandise listed on sales ticket No. 7, $35.50. 


Two entries should be made to record this transaction as illustrated on page 55. 


No. 29. Cash sales to date, $299.85. 4 od 
No. 80. Paid expenses as follows: le 
Clerks’ salaries for the week, $60.00. , 

Cleaning windows, $1.50. 


Post the transactions for the week and prove cash, balance $2,030.52: 


February 22 


V No. 31. Sold merchandise to charge customers: 
? W. R. Hall, terms 10 days, sales ticket No. 8, $48.50. ; 
pc. W, Roc 406 O St., City, sales ticket No. 9, $75.25. — at ; 
() \ See 


uy 


“gis 


Ch. 9] PRACTICE SET No. 1 113 


No. 82. Received cash from charge customers: 


C. A. Walker, on account of sale of February 8, $15.00. x) 
Walter Baer in full of sale of February 12. 


February 23 


No. 33. B. A. Stein returned one shirt did him on the 5th and asked 
credit for $1.25. He also paid $20. -0Q, on account. Credit was allowed for 
the shirt which he retutned as requested and the shirt was placed in stock. 


ea coh ( ae eee, 
No. 34. Returned to Brown-&“King, one dozén collars which the clerk 


reported included with the merchandise received from them but not listed 
on the purchases invoice. Paid delivery boy 25c cash to return the collars. It 
is quite evident that the 25c should be charged to Brown & King. QD 


February 26 


No. 85. Sales of merchandise on account: (Z 5 


B. A. Stein, sales ticket No. 10, $58.10. 
Walter Baer, sales ticket No. 11, $121.65. 


February 27. 


No. 36. Received from B. A. McDaniels $10.60 in cash and a 80-day note 
for $40.00 in payment for balance due on purchase of the 17th. 


2, A, 
No. 37. Received $316.58 for cash sales during the week. lS be 
No. 38. Paid cash as follows: “ pao: 
, . —Fint bn 
Clerks’ salaries for the week, $60.00. 
Telephone services, $3.50. qe Sf Oneke 


Gas and Electric, a a se 

I nstructions. (1) Post the transactions for the week, prove cash, balance 
$2,383.20, and prove the posting by a, Trial Balance. 

(2) Prepare a Working Sheet from the account balances on the Trial 
_ Balance and the merchandise inventory, $887.65. 

(3) Prepare a Balance Sheet (report form) and Profit and Loss Statement 
from the Working Sheet. é 

(4) Record in the journal the entries necessary to close the ledger in the 
same form as explained and illustrated in this chapter. 4 

(5) Balance the Cash and Capital accounts. : 4 eile 

_ (6) Prepare a Post-closing Trial Balance. ph en 


¢ 
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Exercise 47, Closing the Ledger 


[Ch. 9 


The accounts in the ledger below contain a record of the transactions 
completed by W. B. Hall, a retail merchant, during the first monthly fiscal 
period beginning July 1 and ending July 31. 


CASH 
19 19 
July | 1 1 || 1500|— |i July | 2 1 60} — 
5 al 745/35 3 Ei 1182 | 25 
14 1 849)15 10 1 924 | 50 
20 2 626 | 75 16 2 4/50 
31 2 76 | 50 
W. B. HALL, CAPITAL 
19 ; 
July | 1 1 }} 1500}— 
SALES 
19 = 
July 5 1 745/35 
14 if 349|15 
20 2 626 | 75 
PURCHASES 
19 
July 3 1 1182 | 25 
10 1 924 | 50 
EXPENSE 
19 
Afwibie | 74 1 60 | — 
16 2 4} 50 
31 2 76} 50 
Instructions. (1) Copy these accounts on ledger paper. 


(2) Prepare a Working Sheet, Balance Sheet, and Profit and Loss State- 
ment; cash balance, $973.50; merchandise inventory, $802.00; net profit 


$275.50. Prepare the adjusting and closing entries and post. 
counts that balance and balance the Cash and Capital accounts. 


Rule all ac- 


CHAPTER X 
PURCHASES JOURNAL AND SALES JOURNAL 


The method of recording transactions in the journal, posting and taking a 
Trial Balance has been developed in previous chapters. The discussion in 
this chapter relates to a more efficient method of recording transactions and 
posting. Short-cut methods are advantageous to the bookkeeper because 
they increase the value of his services through enabling him to perform a 
greater volume of work. 


Special Journals. All transactions may be recorded in one journal. 
When this plan is followed, it is necessary to write the name of the account 
debited and the amount, the name of the account credited and the amount 
and the explanation for each transaction. When a number of transactions 
affect the same account in the same way, much time and space can be saved 
by recording them in a special journal the total of which may be posted to 
this one account. The title of a special journal is the title of the account 
to which the total is posted. 

In a mercantile business the transactions of more frequent occurrence 7% 
are those in connection with the purchases and sales of merchandise and the 
receipts and payments of cash. The special journals used in a mercantile 
business are the purchases journal, sales journal, cash receipts journal and the 
cash payments journal. The use of these special journals saves time when 
transactions are being recorded and posted. When the volume of business is 
such that one bookkeeper can not record all the transactions, two or more 
bookkeepers may be employed, each being assigned the work required in con- 
nection with recording the transactions in one or more journals. Ba 


Purchases Journal. A special journal in which{o purchases.of_ 
merchandise on account lare recorded is referred to as the purchases journal. 
“The ti title of this journal indicates that the total is to _be-posted.to the-debit— 
_side-of the Purchases account. = 
~The information needed in order to make a record of merchandise pur- 
chased on account is (a) the date of entry, (b) the increase in the asset mer- 
chandise because of the purchase, (c) the name and address of the person or 
firm from whom the purchase was made, (d) the terms including the date 
of the invoice if payment is to be made in a definite number of days, and (e) 
the increase in the liability accounts payable because of the purchase. 

The desired information is obtained-from a list of the merchandise pre- 
pared by the seller, usually referred to by the purchaser as a purchases invoice 
and similar to the form illustrated on page 75. 

With the proper ruling in the purchases journal it is possible to record 
all the desired information for one purchase on one horizontal line. 
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Recording Transactions in the Purchases Journal. The method 
of recording transactions in the purchases journal and the advantage of its 


use are further explained by illustration. 
During the month of May, E. B. Tate, a retail furniture dealer, purchased 


merchandise on credit ais follows: 
2. Dobbs Bros., Dayton, Ohio, terms cash $1,500.00, balance 20 
days, invoice of this date, $2,165.42. 
12. Grant Manufacturing Co., 420 Spring St., City, terms 30 days, 
invoice dated May 11, $1,162.90. 


29. Dobbs Bros., terms 30 days, invoice: dated May 27, $1,407.95. 


Each of these transactions increases the asset merchandise and increases 
the liability accounts payable the amount of the purchase. 


The method of recording these transactions in journal form is shown in the 
illustration at the 


right. It will be ob- 
May 2, 19 

served ‘that; atwieast 2. = 2 5. = 

. | {| - 
four lines are re- 117} Purchases ..........0--2.4-- | 2165 42 
quired for each entry 117 Dobbs Bros., Dayton, Ohio. | | | 2165/42 
in the journal and $1500.00, balance 20 days. | | 
that the title of the 2 | 
account debited: m 117) Purchasesig:- 2... oor f aGk eae i 1162 90. ) 
each entry is “Pur- 117; Grant Mfg. Co., City...... _ |) 1162) 90 
chases’’. Invoice of May 11, 30 days) | 

The effect of | |. 29 ted | 

; : urchased’ cmc. see eee ere 1407 95. 
these transactions on 117] 2 (Dobbs Bros. <: 0b genteel. / || 1407/95 
assets and liabilities, Invoice of May 27, 30 days } | 
and the additional | | |. 


information needed 
as recorded in the purchases journal is shown in Illustration 19. The informa- 
tion regarding each purchase is recorded on one line in the purchases journal. 


wR RAY 
Q 4 PURCHASES JOURNAL 
La a a eee eee 


zr Yipes 7 ee atom; Che BAe ol a Z ey 4D 
JE Vp Grant ioe urordoreng te Cai Je Lay fli 4 4 LHGO 


eG “17 mths ae me em iz 
eae ne poe ET Me SES | aaa aoe 


Illustration 19, Purchases Journal 
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Posting from the Purchases Journal. Each amount in the “Amount” 
_column is posted to the credit side of the account with the creditor whose 
name is on the same line. This records in the ledger the increase in liabilities. 
The date, terms, page and initial (P) of the purchases journal are written in 
the appropriate columns in the ledger. 


The page of the ledger is written in the folio column of the purchases 
journal, to indicate posting. The posting to the accounts with creditors is 
. usually daily. 

At the’end of the month or whenever a Trial Balance is to be taken, the 
purchases journal is ruled and footed as shown in Illustration 19. The total 
of the “Amount” column, which is the sum of the credits, is posted to the 
debit of the Purchases account to record the increase in purchases. The page 
of the Purchases account in the leger is written in the folio column of the 
purchases journal to indicate that the total has been posted. The ruling of 
the purchases journal is shown in IIlustration 19 and the posting in the accounts 
at the bottom of this page. 

The initial of the book of original entry may be written in the folio column with the 
page number, or in the explanation column as illustrated below. 


The accounts resulting from posting the three journal entries illustrated 


, y Se Dayton, Ohio on page 116 areshown 

SannEF EET EEETERTTT er COMMER TT = at the left and the ac- 

| | May 2 Ral 20 days |116 2165/42 counts resulting from 

| | || 29 5/27 30 ds. ee % posting the pur- 

! nie Mrc. Co _ chases journal, Illus- 

ot ae = ey Spring St. City _ tration 19, are shown 
| | | | ° ° z5 

bia (May (12/5/1130 ds 116/1162/ 90 in the illustration at 

ee the right. The pro- 

ae Poncnases } ______ cess of posting from 

eh on | | | | the journal as illus- 

May | 2 1s 2165 ae trated at the left is 

12 (116 1162/90) 
29+ 116 1407 /95)) the same as that de- 
) 4784] #4 ! | geribed on page 36. 


A comparison of the above ledger with the one below shows that the 
information in the account with each creditor is the same, but that the Pur- 


chases account in . Doss Bros. __—Dayton, Ohio 
the one on the left Wevpiac dy ie) Wie ce ‘Cash $1500. 00 4 es ; 

hree amounts May | 2 Bal. 20 days P/116 2165 | 42 
has t } | 29 5/27 30 ds. P/116 1407/95 
recorded, while the | | “| l's678| 87 


the right has 
ety “one saute ee ee td eg CRAST Mis. CO. 420 Spring Sty. City. 


; ino | 19 
oye ine Oto | May |12 5/1130 ds. P/116 1162 90 
lines in the ledger is tit pei. 
effected aswellasthe  __ ee ee ,RURASEG 7 | a 
. . =< eee es ae ] | 
time required to post Mae AA pene | | | 
these two amounts | | } 
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and to indicate the posting. This further emphasizes the saving in time through 
the use of the purchases journal as a book of original entry for recording 
transactions in which merchandise is purchased on credit. 

The illustration at the right is a Trial Balance prepared from either 
ledger on page 117 E.B. TATE 
The final results as TRIAL BALANCE, May 31, 19 
shown in the account aes ie = 
balances are the 117|, Dobbs Bross ase ogee | 


Lai MGrant, Mito OSmeeee eee | | | 
same whether the Lit) Piercliases ane | are6 21 | 
| 


urchases are record- : | 
ei in the purchases ——— lats6\27_|_ 4736 27 _4 736 6 27 
journal or in the one | | 
journal. 


ae ae 


Fe Exercise 48, The Purchases Journal 
NS (ORAL OR WRITTEN) 


1. Purchased merchandise from B. A. Ames, Toledo, terms 30 days, $350.00. 
(a) What accounts are debited and credited? (b) State the entry to 
record this transaction in the journal; (c) the purchases journal. 

2. The total of the purchases journal, March 31, is $4,165.22. How will 
this be posted? z 

3. The debit column of the Trial Balance, March 31 (Question 2), was 
$10.00 more than the credit column. This resulted from an error in 
the addition of the purchases journal. What was the correct amount 
of the purchases for March? 


4. During the month of May, H. M. Lowe, a retail merchant, made 320 
purchases of merchandise on credit. How many lines would be required 
to record these transactions in (a) the journal with four lines for each 
entry? (b) the purchases journal similar to Illustration 19? How 
many lines would be required in the Purchases account to post from 
(c) the journal? (d) the purchases journal? (e) If there are 80 hori- 
zontal lines on the two sides of a sheet in the ledger and books of original 
entry, about how many pages would be saved through the use of the 
purchases journal? 

5. April 9. Purchased merchandise from H. T. Harris, Rochester, terms 60 

_days\from June 1 next, $485.75. State this transaction recorded in 
(a) te purchases journal; (b) the account with the creditor. (c) When 
will.this purchase be due? ; 

\ » Exercise 49, Posting from the Purchases Journal 
The purchases journal at the top of page 119 shows a record of the pur- 
/chases made during the month of January by H. H. Goodman, a retail grocer. 


Instructions. Post (allow five lines for each account), and prove the 
posting by a Trial Balance, 


fz ~ to p= see aN 
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Exercise 49—Continued 


PURCHASES JOURNAL 


ACCOUNT CREDITED ADDRESS AMOUNT 


naa 


THE SALES JOURNAL 


Sales Journal. A special journal in which only: charge sales are re- 
corded is referred to as the sales journal. The title of this journal indicates 
that the total is to be posted to the credit of the Sales account. 

The information needed in connection with a sale on account is (a) the 
date of the entry, (b) the increase in the asset accounts receivable, (c) the. 
name ard address of the person or firm to whom the sale was made, (d) the 
terms, if special, (e) the increase in sales. 

The charge customer is given a list of the merchandise purchased by him 
in the form of a sales ticket or a sales invoice as illustrated on pages 76 and 174. 
A copy of this list is used as a basis for the entry in the sales journal. The 
sales tickets or sales invoices are numbered consecutively; the copies are filed 


s: 


by number for reference. : 
With the proper ruling in the sales journal all needed information for one ll 
sale may be recorded on one line. If desired, the carbon copies of the sales 
invoices punched to fit a loose leaf binder and filed numerically may constitute 

the sales journal. In either case the copy of the sales ticket or sales invoice 
provides the basis for the sales journal. 


Recording Transactions in the Sales Journal. The method of record- 
ing transactions in the sales journal and the advantage of its use are further 
explained by illustration. 

During the month of May, E. B. Tate, a retail furniture dealer, completed 
the following sales of merchandise on credit. When no terms are stated, the 
amount is due the first of the following month as explained on page 47. The 
terms‘on a sale of this nature are sometimes referred to as “on account”. 

5. A. T. Miller, 1214 Walnut St., City, sales ticket No. 1, $198.75. 

11. C. A. Adams, 982 Day St., City, terms 30 days, sales ticket No. 2, 

$118.50. 

15. James B. Fall, 617 Davis Ave., City, sales ticket No. 3, $247.50. 


%. 
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22. A. T. Miller, sales ticket No. 4, $118.50. 
26. C. A. Adams terms 60 days, sales ticket No. 5, $159.00. 


Each of these transactions increases the asset accounts receivable and 
increases the income sales the same amount. 


The illustration at the right shows the method of recording these trans- 


. actions in the jour- May 5, 19 
nal. Four lines are = = : | 
required for each en- 121 A. T. Miller, 1214 Walnut St.. || 198 175 
try and the title of LDU Ss Svat, cop se eee ee Seer ee 198 |75 
the account credited eS 
paneachy ls Sales: 121| C. A. Ad 932 Day S 118 50 
ae: ams, BY Ds sees 

The effect of 124 |< Saleen ee 118 |50 
these transactions on Sale No. 2, 30 days. 
the accounts recelv- | 

15 | 
able and sales and 121| James B. Fall, 617 Davis Ave. 247 ‘as 
the additional infor-” i All| a Wess) PR nee ae a | | 247 50 
mation needed are | 
shown recorded in : a 
121) AST: Miller: ceo ee 118 |50 

the sales journal, II- AOA > Gales i--4 Ste ee ee oe 118 |50 
lustration 20 below. Bale Ma; 4. 
The information re- 26 
garding each sale is fat) “‘Saien 0202220200000 aso] 
recorded on one line Sale No. 5, 60 days. | ) / 


in the sales journal. 


SALES JOURNAL 


Illustration 20, Sales Journal 


Posting from the Sales Journal. Each amount in the “Amount” col- 
umn of the sales journal is posted to the debit side of the account with the 
charge customer whose name is on the same line: This records on the ledger 
the increase in the asset accounts receivable. The date, terms, page and initial 
(S) of the sales journal are written in the appropriate columns in the ledger. 


The ledger page is written in the folio column of the sales journal to in- 
dicate posting. The posting to the accounts with customers is usually dail 
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At the end of the month or whenever a Trial Balance is to be taken, the 
sales journal is ruled and footed as shown in Illustration 20. The total of the 
“Amount” column, which is the sum of the debits, is posted to the credit of 
the Sales account to record the increase in sales. The page of the Sales ac- 
count in the ledger is written in the folio column of the sales journal to indi- 
cate that the total has been-posted. The ruling of the sales journal is shown in 
Illustration 20 and the posting in the accounts at the bottom of this page. 

The illustration at the left below shows the accounts resulting from post- 

A.T. MILLER 1214 Walnut St., City “ing the five journal 


19 i | entries shown at the 
May |,s| ag0lsae top of page 120, The 
| ; hs ; illustration at the 
Oe DEST 932 Day St., Cit right below shows the 
es re Ge ee ss v=" accounts resulting 
May 11/30 days 120 118 50/| from posting the sales - 
26/60 days ie Pee zoll journal, Illustration 
20 on page 120. The 
JAMES B. FALL i i 5 
SSS tt Davis Ave. City. process of posting 
May 15 pelea s0| from the journal is 
| the same as that de- 
ge ee eg AUN senibedgon page’ 36. 
| 9 The process of post- 
eed iboltisieo ing from the sales 
i. ae abe aM journal is explained 
| 26 120/159|— on page 120. 
| | | 842| 265 


A comparison of the ledger at the left above with that at the right below 
shows that both con- / 
Rrra = Osos oe Oe 


19 
count balances. The oe ella | 
Sales account result- 22 S4 || 118/50 
ing from posting the $17) £6) 


journal contains five C. A. ADAMS 932 Day St., City 


amounts on the j9 iva ae 
edi ; i May / 11/30 days 
credit side while ¥ | 56/60 days |S5|| 159 es 
the Sales account in 277| 60 
the other ledger con- = James B. FALL 617 Davis Ave., City 
tains the sum of these PAE tla ce ata es i oe 
five amounts stated May |15 93 || 247 50, | | 
in one amount. This | 
illustrates the effi- >) eee St STL a AES HT aah eS 
ciency of the sales rl 19 | 
: ! | 25 
journal through a May 81 S1 | 842 
saving of time and | 

| 


space. 


A. T. MILLER 1214 Walnut St., City 4 rf 


y 


oy 


Sy 
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The illustration at the left is a Trial Balance prepared from either ledger 
E. B. TATE on page 121. The 
TRIAL BALANCE, May 31, 19 final results as shown 


Tt ALD: Suit ae | | in the account bal- 
6. 8h WOE oo seve nn a a eee ee | | 
1Si| Ch Al Adame. -). eee 277 50 | | ances are the same 
121k James B. Fall Sata ate ie. See oe 247 50 | whether the sales are 
TOBE Salsas dates has eg Sea eee | 842 |25 z 
i Chae ae recorded in the sales 
en || _842/25 || 842/25 journal or in the one 


! Lod | journal. 
it ereiee 50, The Sales Journal 
(ORAL OR WRITTEN) 


1. Sold merchandise to C. H. Steele, Memphis, terms 10 days, $127.50. 
(a) What accounts are debited and credited? State the entry to record 
this transaction in (b) the journal; (c) the sales journal. 

2. The total of the sales journal, April 30, is $5,420.75. How will this be 
posted? 

3. The debit column of the Trial Balance, April 30 (Question 2), was $10.00 
more than the credit column. ‘This resulted from an error in the ad- 
dition of the sales journal. What was the correct amount of the sales 
for April? 

4, April 15. Sold merchandise to C. O. Parsons, Atlanta, terms 30 days 
from June 1 next, $325.50. State this transaction recorded in (a) the 
sales journal;” (b) the account with the customer; (c) When will this 
sale be due? 

5. State the posting for each entry in the sales journal given below. 


April 19 
Date Lr] Account Debited Address | Terms | a | Amount 
38 Morton Bros. 516 Elm St., City 20 days 316 1098 | 76 
16 Huber Mfg. Co. Syracuse 90 days ae 564 | 21 
ily ‘| Dawson & Co. Springfield 30 days 318 307 | 65 


6. The sales journal contains five entries with amounts as follows: $36.27, 
$55.14, $29.18, $17.26, and $104.71. (a) State the method of posting 
the total. (b) If the total posted is $243.57, what effect will the error 
have on the Trial Balance? 

7. What would be the entry in journal form for each entry in the sales jour- 
nal illustrated below? 


May 19 
Date LF, Account Debited | Address | Terms | Say | Amount 
j Robert A. Cox Millville 30 days 116 
2 | | B. L. Simpson Jonesboro | 30 sage 117 52 96 
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‘Exercise 51, Posting from the Sales Journal 


The sales journal below shows a record of the sales made during the month 
of March by W. J. Wheeler, a wholesale merchant. 


E SALES JOURNAL 
= a | 
NO. 


Instructions. Post, allowing five lines for each account, and prove 
the posting by a Trial Balance. 


“Exercise 52, Recording Purchases and Sales 


During the month of February, W. A. Gardner, a retail hardware mer- 
chant, made the following purchases and sales of merchandise on credit: 


1. Purchased from B. A. Ames, Toledo, 30 days, invoice of today, $350.00. 
V4, Sold C. H. Steele, 106 Pine St., City, 10 days, Sale No. 81, $114.25. 


5. Purchased from H. M. Lowe, Nashville, 30 days, invoice of February 3, 
$325.50. 


“6. Sold Gilman Hotel, City, 30 days, Sale No. 82, $37.35. 
44. Sold C. H. Steele, 10 days, Sale No. 83, $50.40. 


18. Purchased from J. P. Benson, Cleveland, 60 days, invoice of February 
15, $5638.75. 


$0. Sold A. L. Bradley, 12 S. Main St., City, Sale No. 84, $154.25. 
4725. Sold Gilman Hotel, 30 days, Sale No. 85, $27.32. 
498. Sold J. W. Macon, Memphis, 20 days, Sale No. 86, $65.60. 


Instructions. (1) Rule a purchases journal and a.sales journal similar to 
the forms in Exercises 49 and 51, and record the above transactions. 

(2) Post, allowing four lines for each account, and prove the posting by 
a Trial Balance. 


CHAPTER XI 
THE CASH BOOK 


Transactions in which cash is received or paid may be recorded in the 
journal and the information posted from these entries. The same informa- 
tion may be obtained more efficiently through the use of the cash receipts 
journal and the cash payments journal. The discussion in this chapter relates 
to the method of recording cash receipts and payments in separate journals 
or in the cash book. ) 


The Cash Receipts Journal. A special journal in which only cash re- 
ceipts are recorded is referred to as a cash receipts journal. The title of this 
journal indicates that the total is to be posted to the debit side of the Cash 
account. Recording all the cash receipts in the same journal and recording 
no other transactions in it permits ascertaining the total amount of cash 
received before posting to the Cash account. 

The information needed in connection with the recording of a cash receipt 
is (a) date of the entry, (b) the increase in the asset cash, (c) the decrease in 
some other assets, increase in income or the increase in liabilities, and (d) any 
necessary explanation of the transaction. The desired information is obtained 
from the check received (page 77), or-receipt stub (page 77) when currency 
is received. 

With the proper ruling in the cash receipts journal, it is possible to record 
all the desired information for each transaction on one horizontal line. 


Recording Cash Receipts. The method of recording transactions in 
the cash receipts journal and the advantage of its use are further explained 
by illustration. 


During the month of May, E. B. Tate, a retail furniture dealer, com- 
pleted the following transactions in which cash was received: 
1. E. B. Tate invested cash, $3,500.00, in the retail furniture business. 
18. Received $562.75 for cash sales. 
23. Received cash, $100.00, from James B. Fall to apply on account. 
27. Received check for $100.00 from A. T. Miller to apply on account. 
Each of the four transactions increases the asset cash. The first increases 


the proprietorship, the second increases the sales, and the third and fourth de- 
crease the asset accounts receivable. 


The method of recording these four transactions in the journal is shown 
in the illustration at the top of page 125. 


124 


Chatty} CASH RECEIPTS AND PAYMENTS JOURNALS 125 


, A minimum of four horizontal lines is required to record each transaction 
in the journal. The Cash 


account is debited in each — May 1, 19 
transaction. = ne eS a as ; — 

: aba bates Capitaleae || 3500) — 
recorded in the cash re- | Invested cashinretail | | | | 
ceipts: journal shown in furniture business. a 
the illustration below. 18 | | 
Only five horizontal lines 126 Gualaneente lke | 562|75 || | 

2 126 Ales aera ss Mae crane i} | 562|)75 
are required to record / Received for cash | || 
the four transactions thus sales. } | 
effecting a saving of many 23 | ee | 
horizontal lines in the — | 126|Cash................... || 100|\— || | 

ae ul /126| James B. Fall... | iT 100|— 
book of original entry. Received cash to apply 1 | | 
This saving of space on account. | | | 
demonstrates the efficiency | 27 He ame | 
Pe hah tracerste. our TY Cenc § eee es ore aie }100\— |) | 
cepts jour 126 | 7A; Miller.......... ot 100 — 
nal as a means of record- ) | Receivedcashtoapply || | || 
ing transactions in which on account. peepee Sy are | 
cash is received. 3 | 3 


CASH RECEIPTS 


é, ~ DATE L F ACCOUNT CREDITED EXPLANATION I AMOUNT 
a of ee eee SO po. 2 ee oe Mire es ele 
LEY Se DED, Avedimnrent 350 0\— 

SP page te Cee SOBA F 

2/244 aur Fore, CEs Cl Ee ee ) 10 si 

27\/26 Li #iirlleor 53 Bonne | 4.00 

gis Orth Or CE 4 Ae 
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Illustration 21, Cash Receipts Journal 


Posting from the Cash Receipts Journal. Each amount in the 
“Amount” column is posted to the credit side of the account written on the 
same line with it. The date of the transaction, and the page and title (C) of 
the book of original entry are entered in the appropriate columns in the ledger; 
see illustration bottom of page 126. Completion of the posting is indicated 
in the cash receipts journal by placing the ledger page in the folio column; 
see above illustration. The posting of the credits from the cash | receipts jour- 


nal is usually completed daily. 


ae, 


At the end of the month or whenever a Trial Balance is to be taken, the 
cash receipts journal is ruled and footed as in Illustration 21. The total of the 


126 
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“Amount” column is posted to the debit side of the Cash account; the page 


of the Cash account 


CASH 
19 | | {| 
May | 1 125||3500 |—|, 
18 125|) 562 75) 
23 125]| 100 || ! 
27 125}| 100 |— ed 
4262/75 | 


JAMES B. FALL 


nal. 


is 


written in the folio column 


| of the cash receipts jour- 


The ledger at the left 
shows the results of post- 


ing the journal entries at 


; | fing {amet |_| the top of page 125. A 
| | | | yay ae aaa a Sa Trial Balance from this 
; | ledger is shown in the 
A. T. MILLER illustration at the top of 

| | | | May 27 l125|| 100, P28° aa 
| | || | The ledger below and 
E. B. Tate, CAPITAL at the right shows the re- 
| 19 ee sults of posting the cash 
| | | | Me 1 ol es receipts journal, Illustra- 
| | I tion 21, on page 125. A 
SALES Trial Balance prepared 
9 l from this ledger is shown 
| is 18| 125 | 562,75 in the illustration at the 

| | top of page 127. 


A comparison of the two ledgers shows that both contain the same ac- 


count balances. The only 
difference is that the Cash 
account in the ledger re- 
sulting from posting the 
journal contains four 
amounts and the Cash 
account in the ledger re- 
sulting from posting the 
cash receipts journal con- 
tains only one amount. 
The debit balance of the 
Cash account is the same 
in both cases. The saving 


May 


of three horizontal lines === 


in the ledger as a result of 
the cash receipts journal 
demonstrates the efficiency 
of the cash receipts journal 
through a saving of time 
and space. 


19 | | 
a1 C}125 pace 


CASH ! | 
4 


JAMES B. FALL 


| \19 \j 
| May 23 G ee 100 
| il 
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A Trial Balance. The illustration below is a Trial Balance prepared 
E. B. TATE from either ledger on page 
TRIAL BALANCE, May 31, 19 126. The final results as 
ot shown. inj» the account 
126 Cash@eak eae tet ePe.. 4262 15 balances are the same 
126| A. T. Miller............. whether the cash receipts 
Ee BE. B. Tate, Capital....... 3500/— are recorded in the cash 
pone a SA eae _|_\|_ 562/75 __ receipts journal or in the 

| 4262/75) 4262/75 one journal. 

| | {i | 


Exercise 53, Cash Receipts Journal 
(ORAL OR WRITTEN) 


1. Received $78.65 for cash sales of merchandise. State the method of re- 
cording this transaction in (a) the journal; (b) the cash receipts journal. 

. Received $25.00 from C. H. Jones, a charge customer, to apply on account. 
State the method of recording this transaction in (a) the journal; (b) 
the cash receipts journai. 

. Received $12.50 for merchandise purchased for cash and returned to the 
one from whom it was purchased. State the method of recording this 
transaction in (a) the journal; (b) the cash receipts journal. 

4. May 31. The total cash receipts for the month is $3,218.65. How is 

this posted? 

5. From what stub is the entry on the receipts side of the cash book made? 

6. When is the cash receipts journal ruled? 

7. Received $42.50 from A. L. Fall: $32.50, in full of account; and $10.00 
for a cash sale. State the method of recording this transaction in the 
cash receipts journal and ledger. 

8. The total of the cash receipts journal, June 30, was $4,235.50. The credit 
column of the Trial Balance, May 31, was $2.00 more than the debit 
column. This resulted from an error in the addition of the cash re- 
ceipts journal. © What should have been recorded in the Cash account 
as the cash receipts for the month? 


i) 


iw) 


CASH PAYMENTS JOURNAL 


The Cash Payments Journal. A special journal in which only cash 
payments are recorded is referred to as a cash payments journal. The title 
of this journal indicates that the total is to be posted to the credit side of the 
Cash account. Recording all cash payments in the same journal permits 
ascertaining the total amount of cash paid before posting to the Cash ac- 
count. Since the total cash received and recorded in the cash receipts journal 
may be known before posting, it is customary to prove cash before posting 
either the total cash receipts or the total cash payments. 
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The information needed in connection with the recording of a cash pay- 
ment is (a) the date of the entry, (b) the decrease in liabilities, the increase in 
some other asset or decrease in proprietorship, (c) any necessary explanation 
of the transaction and (d) the decrease in the asset cash. This desired infor- 
mation is obtained from the receipt (page 75), or from the check stub (page 76). 

With the proper ruling in the cash payments journal, it is possible to re- 
cord the information for each transaction on one horizontal line. 


Recording Cash Payments. The method of recording transactions 
‘in the cash payments journal and the advantage of its use are further explained 
by illustration. 


During the month of May, E. B. Tate, a retail furniture dealer, com- 
pleted the following transactions in which cash was paid: 


2. Paid cash, $83.33, for May rent. 
3. Gave Dobbs Bros. a check for $1,500.00 on account. 
16. E. B. Tate withdrew cash, $100.00, for personal use. 
20. Gave Dobbs Bros. a check for $365.42 to apply on account. 
81. Paid cash, $125.00, for salary of clerk for the month. 
Each of the five transactions decreases the asset cash. The first and 


fifth increase the expense; the second and fourth decrease the liability accounts 
payable; and the third decreases the proprietorship. 


The method of recording these five transactions in the journal is shown in 
the illustration at the 


mght. “Atminimumsef tout =. Ss eee ee Se ee —_ 
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CASH PAYMENTS JOURNAL 


CASH PAYMENTS 
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Illustration 22, Cash Payments Journal 


Posting from the Cash Payments Journal. 


129 


AMOUNT 


F 3 


Each amount in the 


“Amount” column is posted to the debit side of the account written on the same 
line with it. The date of the transaction and the page and title (C) of the book 
of original entry are entered in the appropriate columns of the ledger; see 
illustration on page 130. Completion of the posting is indicated in the cash 
payments journal by placing the ledger page in the folio column. Usually the 


posting of the 


bits from the cash payments journal is completed daily. 


At the end of the month or whenever a Trial Balance is to be taken, the 
cash payments journal is ruled and footed as in the illustration above. The 
total of the “Amount” column is posted to the credit side of the Cash account 


-in the ledger. 


the Cash account in the folio column of the cash payments journal. 


Completion of the posting is indicated by placing the page of 


The ledger at the right is the result of posting the journal, page 128. The 


transactions are the same 


as those recorded in the 
cash payments journal, 
hence the account balan- 
ces are the same as in the 
ledger illustrated on page 
130. The Cash account in 
the ledger resulting from 


DopBss BRos. 


128]| 83 
128)|1500 
128), 100 
128) 365 
128}) 125 

£173) 75 


posting the journal con- 
tains five amounts and 
the Cash account in the 
ledger resulting from post 
ing the cash payments 
journal contains only one 
amount. This demon- 
strates the efficiency of 
‘the cash payments jour- 
nal through a saving of 
time and space. 
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The ledger in the illustration at the left is the result of posting the cash 
payments journal, Illus- 


C Z 
ee a ? = tration 22. With the ex- 
: | May 31 C12 puny ception of E. B. Tate, 
| | | | Drawing and Expense, the 


Dosss Bros. accounts do not show 
“To 1 = <== = their true value because 


150 


May| 3 C 129/1500 be | the cash receipts have not 
0 Ce a | been posted from the cash 
receipts journal and the 

E. B. Tate, DRAWING __ eredits to the account 

19 i | | with Dobbs Bros. have 
eh C129 ok | | | not been posted from the 
rene purchases journal. The 

——— : = — illustration does show, 
1 2 [Rent C1129) 833 | however, that when the 
31 |Sal. C129] 12 | posting from the cash 

$05 | payments journal is com- 


pleted, the debits and credits recorded in the ledger are equal. 


Trial Balance. The illustration at the left is a Trial Balance prepared 
from either the ledger at 
the bottom of page 129 or 
the one at the top of this 


EB bath 
TRIAL BALANCE, May 31, 19 


129 ee an Nao hee eee} re 217375 page. The final results are 
129 Dobbs lOSiaeemid dei 1865 

129| E. B. Tate, Drawing... 100 | — the same whether the cash 
129), Expensea Gey. Sanam - | 208/88 payments are recorded in 


| 2173|75 || 2178/25 the cash payments journal 


sass | Sa Sas en or in the one journal. 
| 


Exercise 54, Cash Payments Journal 
(ORAL OR WRITTEN) 


1. Paid $98.25 for cash purchase of merchandise. State the method of re- 
cording this transaction in (a) the journal; (b) the cash payments 
journal. 

2. Paid $25.00 to Solomon Bros., a creditor, to apply on account. State 
the method of recording this transaction in (a) the journal; (b) cash 
payments journal. 

3. Paid $10.75 for merchandise sold for cash and returned by the one to 
whom it was sold. State the method of recording this transaction in 
(a) the journal; (b) the cash payments journal. 

4. April 30. The total cash payments for the month are $2,752.40. How 
is this posted from the cash payments journal? 
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5. From what stub is the entry on the payments side of the cash book made? 
6. When is the cash payments journal ruled? 


7. Paid $51.20 to Johnson Supply Co.: $39.80, in full of account and $11.40 
for a cash purchase. State the method of recording this transaction 
in the cash payments journal and ledger. 


8. The total of the cash payments journal, June 30, was recorded as $2,240.75. 
The credit column of the Trial Balance, June 30, was $5.00 more than 
the debit column. This resulted from an error in addition in the cash 
payments journal. What amount should have been recorded in the 
Cash account as the cash payments for the month? 


THE CASH BOOK 


The cash receipts journal and cash payments journal are frequently com- 
bined into one book for the convenience of the bookkeeper. This form is 
called the cash book. The left page of the cash book is used to record cash 
receipts and the right page for cash payments. This arrangement makes it 

convenient for the bookkeeper to secure the cash balance (the difference be- 
tween the receipts and expenditures) each day or at frequent intervals, and 
thus prove the accuracy of his work. The cash book is commonly used only 
when one bookkeeper can record all of the cash receipts and payments. 

When the cash receipts and cash payments journals are combined into 
the cash book, it is customary to provide an extra column on each side. The 

_ extra column on the receipts side is for the balance at the beginning of the 
month and the total cash receipts at the end of the month, and on the pay- 
ments side for the total payments during the month. 

The cash receipts and cash payments journals, Illustrations 21 and 22, 
are shown in cash book form in . - 23, pages 182 and 1383. 


Posting from the Cash Books The posting from the cash book is 
the same as posting from the cash receipts journal and cash payments journal. 
Each amount on the receipts side is posted to the credit of the account written 
on the same line with it. The total receipts are posted to the debit side of the 
Cash account. Each amount on the payments side is posted to the debit side 
of the account written on the same line with it. The total payments are posted 
to the credit of the Cash account. 


Cash Proof. Since the beginning balance and the cash receipts are 
recorded on the receipts side of the cash book and the cash payments on the 
payments side, the difference between the totals of each side should be the 
cash on hand. The cash is usually proved daily and always before posting. 

The proof is made in the following manner: 

(1) Add the receipts side of the cash book and enter the total in small 
pencil figures as in Illustration 23, page 132. 

(2) Foot the payments side of the cash book and enter the total in small 
pencil figures as in Illustration 23, page 133. 
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Illustration 23, Receipts Side of Cash Book 


(3) Add the balance on hand at the beginning of the month and the total 
of the receipts and from this sum subtract the total of the payments. 


(4) The difference between the total @h receipts, witch includes the cash 
on hand at the beginning of the month, and the total cash payments should be 
the same as the cash on hand or the cash on hand plus the balance in the bank. 
This is known as the cash proof. 


Cash Over and Short. When the cash does not prove, it is necessary 
to verify all calculations to detect the error. When the error can not be de- 
tected, it may be recorded in an account with the title “Cash Over and Short”’. 
The method of handling cash should be such that proof may be effected, mak- 
ing an account for errors unnecessary 

Ruling the Cash Book. The #... is ruled with single and double 
lines at the end of each month as in th@ illustration above and on the opposite 
page, The single lines are drawn on the same line on each side and the double 
lines one line below the single lines. The single lines are drawn across the dol- 


lars and cents columns only and the double lines across the same columns and 
the folio and date columns as in the illustration. 


When the cash book is ruled, the balance is entered on the payments 
side to make the two sides equal and carried down below the ruled lines, or to 
the top of a new page, under date of the next business day as in the illustra- 
tion. It is customary when ruling the cash book to begin the transactions 


for the next month at the top of the page so that receipts and payments will 
be opposite each other. 


_ Exercise 55, Cash Book 
(ORAL OR WRITTEN) 


1. “May 6. Received $21.65 for cash sales to date.’ State the method of re- 
cording this transaction. 
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CASH 


PAYMENTS 
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| I ! 
Illustration 23, Payments Side of Cash Book 


2. “April 1. Paid April rent, $83.33.” State the method of recording this 
transaction. 


3. “March 11. Received from W. H. Miller $36.50 in full of account.” State 
the method of recording this transaction. 


4. “June 4. Gave Moore Bros. a check for $125.60 in full of account.” State 
the method of recording this transaction. 


5. Cash is proved May 15. The total of the receipts side of the cash book is 
$2,150.00 and the total of the payments side, $1,360.00. The balance in 
the bank is $420.00. If the cash records agree with the cash, how much 
money is on hand in the safe or cash register? BSAC 


6. Cash was proved July 7. The amount of cash on hand was $165.00 and 
in the bank $35.00. The total of the receipts side of the cash book 
was $1,240.00. If the cash proved, how much was the total of the 
payments side? a as A ao, 


7. Cash was proved December 9. The cash on hand ne ’ $122. 50. The 
total of the cash receipts journal was $2,480.00 and the cash payments | 
journal, $1,620.00. If cash proved, what was the bank balance? PEF ii 


8. If you were keeping books for a local business firm and at the end of the 
day, November 16, the difference between the cash receipts journal and 
the cash payments journal was $2.00 less than the cash on hand, what 
would you do about it? 


9. November 25. A charge customer called and stated that he had paid you 
$2.00 on ac had not received credit for it, which accounts 
for the error o r 16. What entry would be required to adjust 
the account is error? 
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Exercise 56, Posting from the Special Journals 


——e (1) The cash book on pages 132 and 133 contains a record of the cash © 
transactions completed by E. B. Tate during the month of May. It is de- 
sired to show this same information in account form. Post from these illus- 
trations, allowing five lines for each account, and take a Trial Balance. 

(2) The purchases journal on page 116 and the sales journal on page 120 
contain a record of the purchases and sales made by E. B. Tate during the 
same month. It is desired to record these in the same ledger as the one in which 
the cash transactions are recorded. Post to the same accounts resulting from 
completing the above instructions and take a Trial Balance. 

(3) Compare the accounts in this ledger with the accounts in the ledger 
on pages 81 and 82. Ascertain the reason for the discrepancy. 


“Exercise 57, Cash Book 


January 1, H. H. Goodman, a retail grocer had on hand the following 
assets: cash, $618.50; merchandise inventory, $1,151.40; Central Hotel 
owed him, $155.10; he owed Brown Bros. $485.45. During January he com- 
pleted the following cash transactions: 


4, Paid January rent, $60.00. 
5. Paid $192.00 for a cash purchase of merchandise. 


6. Received $30.00 for sundry cash sales. 
Paid Brown Bros. $75.50 in full of purchase of December 7. 


9. Received from Central Hotel $40.00 on account. 
13. Received $40.00 for sundry cash sales. 
17. Paid Brown Bros. $134.95 in full for purchase of December 18. 
18. Received from Central Hotel $35.00 on account. 
20. Received $50.00 for sundry cash sales. 
24, Received from Central Hotel $30.10 in full for sale of December 27. 
27. Received $42.50 for sundry cash sales. 
' 29. Received $50.00 from Central Hotel in full of account. 
30. Paid Brown Bros. $275.00 in full of account. 
31. Paid bookkeeper’s salary, $125.00. 


Instructions. (1) Record the assets, liabilities and proprietorship January 
4 in the journal (page 48) and the cash transactions for the first thirteen days 
in the cash book. Prove cash, balance $401.00, and post; allow six lines for 
Central Hotel and Sales accounts and five lines for each of the other account. 

(2) Record the transactions, beginning with the 17th, in the same cash 
~ book. Prove cash, balance $73.65, and post to the same ledger. 


(3) Rule the cash book. Post the totals to. 
the posting by a Trial Balance. 


Cash account and prove 


Oe. 


CHAPTER XII 
THE GENERAL JOURNAL 


When special journals are provided for purchases, sales, and cash, it is 
necessary to provide another journal in which to record those transactions 
of a general nature which cannot be recorded in these special journals. The 
following discussion relates to the method of recording some of those transac- 
tions which cannot be classified and recorded in a special journal. 


The General Journal. Those transactions which cannot be recorded 
in special journals are recorded in the journal. To avoid confusion when re- 
ferring to journals, it is customary to describe the journal as the general jour- 
nal. ‘The ruling is usually the same as that illustrated on page 29 unless the 
‘nature of the transactions requires additional columns in order to record the 
facts in the most efficient manner. 


Posting from the General Journal. Each debit amount is posted 
to the debit side of the account written on the same line in the journal, and 
each credit amount, to the credit side of the account written on the same line 
in the journal. The date and page of the general journal are entered in the 
appropriate columns of the ledger; the letter “J” is written before the page 
number to indicate the book of original entry from which the amount was 
posted. When the posting of a debit or credit item has been completed, the 
ledger page number is written in the folio column of the general journal. 


The entries in the general journal may be classified as (1) opening en- 
tries, (2) current entries, (8) correcting entries, (4) adjusting entries, and (5) 
closing entries. 


Opening Entries. The purpose of the opening entry is to record on the 
ledger the assets and proprietorship or the assets, liabilities and proprietorship 
at the beginning of business or a fiscal period. The opening entry is made in 
the cash book when cash is the only asset invested and there are no liabilities. 
If there are assets other than cash invested in the business, the opening entry 
is made in the general journal and cash book. 

The Balance Sheet is used.as a basis for making the opening entry in the 
general journal. When an opening entry is made in the general journal, it is 
necessary to record the assets, liabilities, and proprietorship shown on the 
Balance Sheet. This is effected through recording as a debit to the appro- 
priate account each asset, as a credit to the appropriate accounts each liability, 
and as a credit to the Capital account the proprietorship on the Balance Sheet. 
When the journal entry is posted, the assets, liabilities and proprietorship 
will be recorded on the ledger in accounts with appropriate titles. 


135 


BOOKKEEPING AND ACCOUNTING 


[Ch. 12 


At the beginning of the fiscal period, July 1, A. W. Ivy wishes to have a 
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A. W. IVY 
BALANCE SHEET, June 30, 19 
Assets: || Liabilities: 
Cash 1879 60 Accts. Payable 
_Accts. Rec. Jones Bros. 

A. B. Lowe 44 25 B. L. Meis 

R. C. Deam = 127 65 

‘G. B. Lewis || 55/90 Total Liabilities 

Mase. Inv. 


1| 


Total Assets 
i | | 


379 44 


|2751|55 | Proprietorship: 
[a ACW ivy Cap: 


4858/95 Total Liab. & Cap. | 4858 95 


(4058 01 


new ledger opened for 
recording the transactions 
_ during the next fiscal 
period. The Balance Sheet 
in the illustration at the 
left shows his assets; lia- 
bilities and proprietorship 
at the close of the fiscal 
_ period, June 30. 


421 50 


800 94 


The illustration at the right shows the entry in the general journal which, 


when posted, will produce 
a new ledger with the 


proper account balances. 
Each asset account is deb- _— 
ited for the amount of the | 
asset stated on the Bal- | 
ance Sheet, each liability fsa 
account is credited for ) 
the amount of the liabil- 
ity stated on the Balance fo 
Sheet, and the Capital ru 


account is credited for the present capital. 


To record the Balance 
Sheet of June 30. 


When this entry is posted, the 


account balances in the ledger will show the assets, liabilities and proprietor- 


ship stated on the Balance Sheet. 


The entry to record the cash in the cash book is: 


to ie | 
July 1, y_ Balance 


eat 


_ CASH Receipts 
died! a — —— ———— 
In City Bank 1879 60 
RR ee 


The check mark in the folio column in the illustration above shows that 
the amount is not to be posted to the credit of any account; the amount is 
entered in the second money column of the cash book so it will not be posted 
as a debit to Cash at the end of the month since only the entries in the first 
column are posted. This entry, therefore, has no effect on the ledger, but is 
simply for the purpose of making the cash book agree with the ledger account. 


( 


July 1, 19 
ae San are Si ee 1879 60 

A Ba liGweust. skeen: me 44 25 

Re Ce Deamisneea see 127 |65 jf 

GeB. Wewid. 2 ede eae 55 90 

| Merchandise Inventory.... 2751 55 
Jones: Brose eee es. 421 50 
Be ee MiGigs yee eee 379 44 
A. W: Ivy, Capital. ..:.- 4058 01 


Current Entries. There are various current transactions which by their 
nature can not be recorded in the special journals. For example, (a) the re- 
turn of merchandise by a charge customer, (b) the return of merchandise to a 
creditor, (c) the receipt of a note from a charge customer, and (d) the issue of 
a note to a creditor. These transactions show the need for the general journal 
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as a means of recording current transactions which can not be recorded in 
special journals. 


July 1. Received from C. A. Dodson, a charge customer, a 
30-day note for $118.10 in full of account. 


The entry in the illus- July 1, 19 
tration at the right shows =——==—————— === —s == 
the method of recording ae as Sons ! 118 10 | 
* : . eA DOdSORMae a nters | eH ma O31 1.0) 
this transaction in the / tee ceivetl 20-day note | 
general journal. in full of account. 


Correcting Entries. When an error is the result of incorrect posting, 
the correction is made by drawing a line through the amounts posted incor- 
rectly and by completing the posting correctly. When the wrong account 
title is stated in the book of original entry and the error is not discovered 
until after the entry is posted the correction will require an entry in the gen- 
eral journal. If the error is discovered before posting, lines may be drawn 
through the incorrect entry, and the correct entry with complete explanation, 
made below. Erasures or changes in a book of original entry are not con- 
sidered desirable since such changes may indicate that someone is altering 
the books for the purpose of defrauding the owner. 


July 31. Received from C. A. Dodson check for $118.10 for 
note due today. 


Through error the bookkeeper recorded this transaction in the cash book 
as follows: 

; CasH : Receipts 

July /31/ | C. A. Dodson ) In full of account 118,10 | 
When this entry is posted, the account with C. A. Dodson will be credited 
for $118.10 and the face of the note, $118.10, will remain in the Notes) 
Receivable account. The 

August 2, 19 ‘i entry in the general jour- 
] ; eon | ! nal required to correct this 
| | Oe porto bis 2) 781°] agl1o error is shown in the illus- 
| To correct error in fj | tration at the left. When 
_ cash book entry July 31 | this journal entry is 
Fer q | | posted, the debit to the 
account with C. A. Dodson will offset the credit in his account because of the 
error in the cash book entry. The credit to the Notes Receivable account 
will cancel the debit to this account which should have been canceled through 


the entry of July 31. 
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Adjusting Entries. The entries required at the close of the fiscal 
period to record the cost of sales, expenses because of supplies or services con- 
sumed, and income which may not have been recorded are referred to as 
adjusting entries. Since adjusting entries are made at the close of the fiscal 
period and at the time the ledger is closed, they may be included with the 
closing entries. Adjusting entries are illustrated in the first entry on page 
104, and in the entries on pages 142, 145 and 149. 


Closing Entries. "The entries required at the close of the fiscal period 
to summarize the income and expenses in the Profit and Loss Summary ac- 
count and to close the summary account are referred to as closing entries. 
Closing entries are usually made at the same time as adjusting entries, hence 
the two classes of entries need not be separated. 

The distinction between adjusting and closing entries is that the former 
are those required to record the amounts in the Adjustments columns of the, 
Working Sheet and the latter, those required to record the amounts in the 
Profit and Loss Statement columns of the Working Sheet. The second, third, 
fourth and fifth entries in Illustration 16, page 104, show closing entries. 

0 AILC CA ps Qu ae" HO p$DAR \ke WL A ot \\ : 
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Yh lire? v Exercise 58, Special Journals 
(ORAL OR WRITTEN) 


1. May 1. Issued check No. 37 in payment for rent. (a) In what book of 
original entry will this transaction be recorded? (b) What will be the 
title of the account debited if only rent is to be recorded in it? (ce) How 
will the information be stated in this accqunt? 

2. What is the position of (a) the cash reedibts journal in the cash book? 
(b) cash payments journal? *7 ep 2 A 

3. Total cash receipts, $3,500.00; cash payments, $2,160.00; cash in the 
bank, $780.00. If cash proved, how much cash is on hand? 

4. To what accounts in the ledger are (a) the total purchases for the month 
posted? (b) the total sales? (c) the total cash receipts? (d) the total 
cash payments? (e) When are these totals posted” 

5. If the cash balance at the beginning of the month is $1,274.54, and through 
error the amount is entered in the first column and posted to the Cash 
account with the total receipts at the end of the month, what effect will 
the error have on the Trial Balance? Why? 


6. In what books of original entry are the trans sactions represented by the 
following business papers recorded: (a) re receipt cert? (b) stub of a re- 
ceipt? (c) stub of a check? (d) check received? (e) receipt received? 
(f) sales ticket? (g) purchases invoice? (h) note? (i) note:stub? 

7. June 1. C. H. Joy began business with the following assets: cash, 
$2,500.00; merchandise inventory, $1,500.00; equipment, $500.00. 
State the book of original entry and entry to record this investment. 


I, Foov 
i, 57 
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v Exercise 59, Opening Entry 


The Balance Sheet below shows the assets, liabilities and proprietorship 
of A. L. Robb at the beginning of business on the date stated: 


JD A. L. ROBB 
L BALANCE SHEET, July 1, 19 
Assets: | Liabilities: 
Cashiaaee RR. OTS) of das 1250 iSahieeeNotesiPayable, s..ges acces: 1000 
Notes Receivable............. 41850 || Accounts Payable: 
Accounts Receivable: nev Lis OC En eres Meas one tc 829|50 
Tas pAU tee Braet yan tA 116/50 Gide ay Sree ecb > cite ok 79/25 
(G pHoerOme™ es se o 329/80 == S= 
Pe, DUBIN ©. Me. a. ote 25 44/50 || Total Liabilities.......... 1408/75 
Merchandise Inventory....... 4216/35 || Proprietorship: 
ALE Robby Capitalia.s] se 4967168 
Total Assets.................... |} 6876/48 || Total Liabilities and Prop....... 6376/43 


Instructions. (1) Make the opening entry in the general journal to record 
in the ledger the facts stated on the Balance Sheet. 
(2) Make the entry in the cash book to record the cash balance. 


Exercise 60, Entries in the General Journal 


(1) September 1. Make the entry to record in a new ledger the facts 
shown in the Balance Sheet below; enter the cash balance in the cash book. 
Post the entries; allow four lines for each account. Take a Trial Balance. 


W. L. Watts 
BALANCE SHEET, August 31, 19 
— a a a a a to 7 —— 
Assets: | | Liabilities: 

(CEST Ne. oat, ar gid eee eee | 762/55 || Accounts Payable: : 

Accounts Receivable: AS lay Viammieck GOs ee nee 755/42 
‘1 SIRES (6) 1 329/50 Joseph Gee Miance! ie crave. Ar aya ooo 329/50 
Jee MACON E2475 25-5, « 25655 |-——|— 
AS IMPL IA VIG. 9. «apport tc 79\55 MotalsLaahilities'7.25 sce aee 1084|92 

Merchandise Inventory.. 2947,60 || Proprietorship: 

Wit Lee Watts, Cap. cere tt cers 3290/88 
FEOtal-ASSets.....0 203° 4375/75 || Total Liabilities and Proprietorship. . 4375/75 
| em or a a 


(2) September 7. Allowed J. B. Reena for, $33.50 for merchandise 
purchased from him. Record this transaction in the general journal. Sotho 
(3) September 15. Gave A. L. Mann & Co. cash, $255.42, and a note due 

in 30 days for $500.00 in settlement of his account. Record these transactions 

in the cash book and general j jo 
(4) September 23. J. B. n Fe horted that the amount of his account 

as shown by a monthly statement is $64.50 more than the sales tickets received. 

Upon investigation it was discovered that this error was due to the fact that 

a'sale for this amount made to J. B. Macon had been debited to the account 

with J. B. Mason instead of J.B. Macon. Make the correcting entry. 


When an error in posting is detected in a subsequent fiscal period, the correction should 
be made through an entry in the general journal. 


“4 Bb ahr Lae Auton ov -chicay 
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tt CHAPTER XIII 


SUPPLIES, INSURANCE AND EQUIPMENT 


A merchant must have wrapping paper, twine, and containers for use 
in the sale of merchandise, and equipment in the store room to display his mer- 
chandise. Equipment is also needed in the office to facilitate the clerical work 
to be done there. A prudent business man will insure his property. The 
discussion in this chapter relates to the method of recording transactions in 
which supplies, insurance, and equipment are purchased and the method of 
recording the expense at the close of the fiscal period because of use of the 
supplies and equipment and expiration of insurance. 


Supplies. Material needed in connection with the sales of merchandise 
and the operation of the office, which will be consumed within a short period 
of time, is referred to as supplies. Paper, twine, paper bags, and various types 
of containers will be needed in taking care of the sales of merchandise. Sta- 
tionery, pencils, tablets, ink, and material of like character will be needed for 
the efficient operation of the office. The material mentioned may be described 
as supplies or if it is desired to make the title more descriptive, as office sup- 
plies, store supplies, shipping supplies, advertising material, ete. 


Purchase of Supplies for Cash. When cash is paid for supplies pur- 
chased, the transaction results in a decrease in the asset cash and an increase 
in the asset supplies. Since the supplies are not to be sold, the increase in the 
asset is not recorded in the Purchases account which shows merchandise pur- 
chased for resale, but in a separate account with Supplies. To record a cash 
purchase of supplies, it is necessary to debit the Supplies account and credit 
the Cash account. 


May 38. A. W. Kirk, a retail druggist, paid $20.50 in cash 
for wrapping paper and cord. 


The entry to record this transaction on the payments side of the cash 
book is: 


a _Casa es Payments 


‘ie | | oe 
May | 3. 141 Supplies oe paper and cord | 29) 60 || 

ar | ie | 

When this transaction is posted, the Supplies account will be debited for 
$20.50, and the $20.50 will be included in the total credited to the Cash account. 


Purchase of Supplies on Credit. When supplies are purchased on 
credit the transaction results in an increase in the asset supplies and an in- 
crease in the liability accounts payable. A transaction of this nature is re- 
corded in the general journal because if recorded in the purchases journal, 


it will result in a debit to the Purchases account whereas it should be recorded 
as a debit to the Supplies account. 
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May 15. A. W. Kirk purchased 2 gross bottles from Ray & Ray, 
terms 80 days, $38.75. 


The general journal May 15, 19 
entry to record this trans- —-— — / — : - 
action is shown in the il- Pelesupphesiele cued. | 33i75 }} ° | 
lustration at the right. fee Bea Say oe ae } Peteees 


; ; Purchased 2 gross bot- |, | | 
The debit to the Supplies | tles on 30 days’ time. | 


account records the in- | | ee 4 
crease in the asset supplies aur the credit to Ray & Ray records thes increase 
in the liability accounts payable. 


Consumption of Supplies. The twine, wrapping paper, letterheads, 
envelopes, and other supplies purchased for use are consumed in the daily 
operations of the business. The use of each item of supplies could be regarded 
as a transaction and the increase in expense and decrease in the asset supplies 
recorded at the time the supplies are used. This plan usually would not be 
practical because of the clerical work necessary to record the use of each item. 
For this reason, it is customary at the close of the fiscal period to record in one 
amount the expense because of the supplies consumed during the period. 


Entry to Adjust the Supplies Account. The entry at the close of the 
fiscal period to record the cost of all the supplies used during the period as 
an expense is referred to as an entry to adjust the Supplies account. This 
adjusting entry requires a debit to an expense account with an appropriate 
title (usually Supplies Used) and a credit to the Supplies account. 


The amount debited and credited is the difference between the total 
supplies purchased and the inventory of supplies. The balance of the Supplies 
Account at the close of the fiscal period shows the total purchases of supplies 
during the period. An inventory of supplies on hand at the close of the fiscal 
period ascertained in the same manner as merchandise inventory shows the 
asset value of the supplies. The difference between the supplies purchased 
and the supplies on hand is the expense because of supplies used. 


The account in the illustration at the right is the result of posting the 
entries on pages 140 and “SUPPLIES | 
141. The balance of this —————____—_— one tee aaa 
account is $59.25, the net May 31 cl 4al 20 ‘50 || | Bea | 
cost of supplies  pur- 15 J tat) 38 75 | | ae: | 
chased. At the close of hte 
the fiscal period, May 31, an inventory of supplies Aner the vale to be 


$26.75. 


The illustration on page 142 shows the journal entry necessary to adjust the 
Supplies account so that its balance will show the asset value of the sup- 
plies on hand May 81, and the ledger accounts resulting from posting. It will 
be observed that the difference between the net cost of supplies, $59.25, and 
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the value of the supplies on hand, $26.75, is recorded as a debit to the Supplies 

Used account and as a 

May 31,19 credit to the Supplies ac- 

| count. When this entry 

142 |Supplies Used..............- SY 50 is posted, the balance 
Tdi Se Sip plicss npc. .otees ae eee 2/50 : 

To transfer the value of the of the Supplies account, 

Apes | $26.75, is the asset value 

of the supplies on hand. 

Begs The balance of the 

Supplies Used account, 

$32.50, is the expense re- 

sulting from the consump- 

tion of supplies. The 

Supplies account is ruled 

and the balance carried 

SUPPLIES USED down under date of June 

| | | 1 to show the asset value 


a at the beginning of the 

new period. Since this 
entry adjusts two accounts so that the balance of each will show the correct 
facts, it is an adjusting entry. 


ae 
0)/|May |31 


J) 82 |50 


| 


SUMMARY OF SUPPLIES ACCOUNTS 


The Supplies Account is a record of the increases and decreases in the 
asset supplies. 


This account is debited for increases through purchases and credited with 
decreases through supplies consumed. 


The debit balance at the beginning of each fiscal period is an asset. 


The Supplies Used Account is a record of the expense because of sup- 
plies consumed in the operations of the business. 

This account is debited at the close of each fiscal period for the cost of 
the supplies used during the period. The amount of this debit is the differ- 
ence between the total supplies purchased and the supplies inventory. 

The debit balance of the Supplies Used account is an expense and is closed 
into the Profit and Loss Summary account. 


xercise 61, Purchase and Use of Supplies 
(ORAL OR: WRITTEN) 


1, The debit balance of the Supplies account at the close of the fiscal 
period is $162.50. The inventory of supplies is $32.50. State the entry or 
entries necessary to record the expense because of supplies used. 
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2. The check removed from the stub in the poe aan at the right was 
signed by O. A. Winger, a retail 


merchant. The purpose of the eee 


check is explained on the stub. 
Date Dota 27 19 


(a) In what book of original entry ’ 
will the bookkeeper for Mr. Winger. Favor of SZ : ar y cage 
For_ LLiratrlaaanag —fararlrsed— 


record this transaction? (b) What’ 
Accounts 


account is debited? (c) Creditéd? 
Amount of Check $22. See 


(d) Why? (e) What effect does 
this transaction have on the assets? 
(f) When will the asset supplies 
become an expense? 


3. The purchases invoice below was rendered to O. A. Winger. (a) In 
what book of 


original ent 
WOODS PAPER & TWINE CO. gon — 
will it be re- 

ufacturers 
ape corded? (b) 
Rope and Twine 1521 Broadway Why? (c) 
Also Direct Mill Agents What ac- 
Hcy 3 A na hpen count is deb- 
y ’ . 

SOLD TO O- Ae Winger, Terms Wet 30 days ited? (d) 
city ." Shipped Via Truck Credited? (e) 
What effect 
5 pkgs. 24 x 36 Brown Service Kraft 480 lbs. 06 é does the 

5 reels 3 ply extra fine Java Twine 265 lbs. . id 
10 rolis 13” Gummed Tape +28 2.80 transaction 
have on the 

assets? 


4. The balance of the Supplies account at the close of the fiscal period 
was $425.50 and the supplies inventory, $125.25. (a) State the entry necessary 
to record the expense because of supplies used during the period. (b) State ! / 
the entry necessary to transfer the expense account to the Profit and Loss ’ 
Summary account. (c) What is the balance of the Supplies account at the 
beginning of the next fiscal period? (d) Is it an asset or a liability? 


5. The account at the right contains a record of the supplies purchased 
py O. A, Winger during the month of May. (a) If none of the supplies have 


been used, what does the guppiaie 

balance repréSent? (b) If i i jo oe 
all the supplies have been May | 3 22|50|| May |17 Alas 
used, what does the bal- a a4 i 

ance represént? (c) If the 28 27/50 

value of the supples on 2 NPE 


hand is $34.50, wnat does the balance represent? — (d) What entry, if any, 
would be required to adjust the account under each condition mentioned in 


pee (a), (b) and (c). 


ae aed ti), 
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6. If the business is operated on a calendar year basis, (a) on what date 
will the general journal 


> entry illustrated at the 
_gepppligs Fetes ne wees a a left be recorded? (b) 
ee ‘ . What will be the expla- 
nation? (c) If the value of the supplies inv is $29.80, what is the total 
purchases of supplies for the year? 4 


* 23 INSURANCE 
“Insurance. fhe protection against loss on assets from fire or other 


causes is referred to as insurance,/ This protection is provided by insur- 
ance companies. [The amount paid an insurance company for insurance is 
referred to as the premium, The payment of this premium provides the 
desired insurance for the contract period, usually twelve months. [The con- 
tract executed by an insurance company in which it agrees to provide pro- 
tection against loss is known as an insurance policy 


Prepaid Insurance. The premium is paid to the insurance company 
at the time the policy is issued. [When cash is paid for insurance, the transaction 
results in a decrease in the asset cash and an increase in an asset known as 
prepaid insurancel This prepaid insurance is an asset at the time the pre- 
mium is paid because it is protection for the ensuing twelve months. The 
asset is of the same nature as supplies, that is, it will eventually be consumed, 
but it is an asset at the time of purchase. 


May 2. A. W. Kirk, the retail druggist referred to in connec- 
tion with previous transactions, paid $60.00 in cash for the 
premium on a $5,000.00 one-year policy issued May 1. 


The entry to record this transaction in the cash book is: 


CASH Payments 


‘Cae eS on aa? : a oa ee) Cee ae ) 
May | a | 145 5 Preps Insurance | Premium on $5000.00 Insurance > | 60. |_| 

When this transaction is posted, the Prepaid Insurance account will be 
debited for $60.00; the credit to the Cash account will be included with the 
total posted at the end of the month. 3 


The purpose in buying the insurance is to afford protection for a definite 
time, usually one year, hence the asset value of the prepaid insurance will de- 
crease day by day. The amount of this daily decrease could be recorded at 
the close of the day. It is not, however, customary to do this because of the 
clerical work required. The usual plan is to record in one amount at the 
close of the fiscal period the expense because of the expired insurance. 


The amount of the expense because of expired insurance is determined at 
the close of each fiscal period from the policy. If A. W. Kirk operates on a 
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monthly fiscal period, one-twelfth of the premium paid for the policy of May 
2 will have expired at the close of the monthly fiscal period May 31. The 
asset value of the prepaid insurance at the close of May is $55.00, hence the 
expense because of expired insurance is $5.00, the difference between the full 
premium, $60.00, and the present asset value of the premium, $55.00. 


The journal entry in the illustration at the right records the expired in- 
surance. The debit to the 


Expired Insurance account 45| Expired eta £ \ 5 | | 
Sy /o. Sear enewe-en]|| ara, ||| 


A | 
expense and the credit to | fe ae ged | | | 
the Prepaid Insurance ac- | 1 ad | 
count records the decrease in the asset prepaid insurance. This is an adjus- 


ting entry. 


145 

records the increase in the | 145) Prepaid Insurance........ ae 5 — 
| 
| 


When the cash book entry on page 144 and the journal entry above have 
been posted, the Prepaid 
Insurance and Expired In- 


PREPAID INSURANCE 


19 | a ‘ 144 60 ea ae she if surance accounts will ap- 

y | wi ae ee eee 45 5 — pear as in the illustration 
i | | go ab the left. ‘The Prepaid 

i BESS: a oe |__||2" | __ Insurance account is ruled 

June | 1 | v||55|—|| | | | 1 | and the balance carried 


| 


down under date of June 1; 
a, EXPIRED INSURANCE the debit balance, $55.00, 
Fon lh oe ——— shows the asset value of 

| / the prepaid insurance. The 


) P= 
SDP ———————————— ~ ———— 


TSTAY| i als aes 
May 31, 31145) 5|— i J ie 

| | Voge aa 4 te | debit balance of the Ex- 
pired Insurance account, $5.00, shows the expense because of expired insurance. 


SUMMARY OF INSURANCE ACCOUNTS 


The Prepaid Insurance Account is a record of the increases and de- 
creases in the asset prepaid insurance. 


This account is debited for the increases because of premiums paid and 
credited for decreases because of insurance expired. 


The debit balance at the beginning of each fiscal period is an asset. 


The Expired Insurance Account is a record of the expense because of 
expired insurance. 

This account is debited at the close of the fiscal period for the amount of 
the insurance expired during the period. The amount of this debit is the 
difference between the total premiums paid and the value of the unexpired 
insurance. 

The debit balance of the Expired Insurance account is an expense and 
is closed into the Profit and Loss Summary account. 


é 


‘\ 
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Wiveccise 62, Purchase and Expiration of Insurance 


(ORAL OR WRITTEN) 


1. The check removed from 
the stub in the illustration at the 
right was signed by C. J. Otis, a 
retail merchant. The purpose of 


Date @ ___ 19ers 
the check is explained on the stub. Paver of Lew ae ee 
(a) In what book of original entry 


will the bookkeeper record thisfy| ForZizeceneentindecciacsce/tielicy 
transaction? (b) What account is’ 
debited? (c) Credited? (d) Why? 
(e) What effect does the transac- 
tion have on the assets? ,....+2 


A Dias Bw anotat, s 


No. 


Accounts 


Amount of Check $722 => SS 


2. The account below contains a record of the insurance paid by C. J. 
Otis during the fiscal year beginning July 1. (a) What is the asset value of 


the insurance (stated in 


PREPAID INSURANCE ye 


in . : account) at the close of~- 4) 
aa mF eee Sl g5i| no the fiscal year, June 3035 sf 0 
Ae. : : year 2 50 (b) What entry will be re- _ 

1929 og oa quired to adjust the Pre t 
May ae year ||76|25 paid Insurance account’ he: 


(c) In what book of oxigi. 
nal entry will this be recorded? (d) Which of the two accounts affected will 


be open after the ledger is closed? 160.79 4 > 
j0.79 


3. At the close of the calendar year, the two accounts in the illustration 
at the right are in the 


SUPPLIES 
ledger of Robert Cum- Tt . 
_ mins, a retail merchant. yan | glinven: asian ae : Ee 
, » (a) Which of these ac- More 15 
« » counts may be adjusted “"* 104/35 


‘ without additional infor- 
mation? (b) Which of 


PREPAID INSURANCE _#: 


“() “these accounts may not are 2\1 year 240 = ye 
* need adjustment? (ce) Aug. | 1/1 year 180\—prrre .| | 
Why? (a) When will each 


“y policy recorded in the Prepaid Insurance account expire? 


(jy ~ 4, C. J. Owens, a retail merchant, had his merchandise insured for 
$12,000.00. ‘The insurance rate was $19.75 per thousand (a) What was the 
amount of the check required to pay the premium? (b) In what book of 
original entry was the check recorded? (c) What account was debited? > 
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5. The account at the left appears in the ledger of Robert Joyce. A. C. 
Potter, the charge customer, is an insurance agent. April 1, Robert Joyce 
purchased from A.C. Pot- 
ter a $5,000.00 insurance 


; Am @. Rory 
* 19 bd i policy on merchandise at 
HI 


Mar. | 6 S67 || 41/25 


16 S83 15/80) $18.65 per thousand. A. C. 
28 $99 || 32 3 Potter is to be credited 


50/64 with the amount of the 
premium. (a) In what 
book will this transaction be recorded? (b) What account is debited? (c) 
Credited? (d) What effect will this transaction have on the account with A. 
C. Potter? 


EQUIPMENT 


Equipment. Assets other than supplies may be needed for use in the 
operation of the business. Typewriters, desks, adding machines, and various 
other types of office appliances may be required in the office. Display cases, 
counters, tables, and scales may be required in the store. These assets differ 
from supplies in that they will not be consumed within a short time. 

Containers may be consumed through use within a few days after they are 
purchased but a display case may be in use for several years. Office stationery 
such as letterheads and envelopes may be consumed through use within a few 
weeks or months after they are purchased, but a typewriter or desk should be 
’ serviceable for several years. /The assets which will not be consumed in a 
short time are usually described as equipment,Jor if a more descriptive title is 
desired, office equipment, storeroom equipment, or shipping room equipment. 


The Purchase of Equipment. When cash is paid for equipment pur- 
chased, the transaction results in a decrease in the asset cash and an increase 
in the asset equipment. Since the equipment is not purchased to be sold but 
to be used in the business, the increase in the asset is not recorded in the Pur- 
chases account but in a separate account with equipment. A cash purchase 
of equipment is recorded on the payments side of the cash book as a debit to 
the Equipment account. 

May 1. A. W. Kirk, the retail druggist referred to in previous illus- 

trations, paid $150.00 cash for a display case. 

The entry to record this transaction in the cash book is: 


CASH 
* Payments 
19 ; 
May 149 |Equipment Purchased display case 150 |— 


When this entry is posted, the Equipment account is debited for $150.00. 
At the end of the month when the total cash payments is posted, the $150.00 
will be included with the sum recorded on the credit side of the Cash account. 
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When equipment is purchased on credit, the transaction results in an in- 
crease in the asset equipment and an increase in the liability accounts payable, 
or if a note is given, an increase in the liability notes payable. [A transaction 
of this nature is recorded in the general journal because if recorded in the pur- 
chases journal, it would result in a debit to the Purchases account] 


May 2. A. W. Kirk purchased from Davis Bros. one soda fountain, 
terms, 30 days, $1,200.00. : 


The entry in the general journal to record this transaction is shown 


in the illustration at the May 2, 19 

right. The account with ————— SSS i 
Equipment is debited to ee a De a 1200 — — pene 
record the increase in the Hough f soda foun- | 
asset equipment and the tain on 30 days’ time. 


account with Davis Bros. ) 
credited to record the increase in the liability accounts payable. 


Depreciation. [The decrease in value of the equipment through its 
use is referred to as depreciation.| This decrease in the asset results in a cor- 
responding increase in the expenses. The exact amount of this expense can 
not be known until the equipment is sold, exchanged or discarded. 


Since it is desired to record all the expense for each fiscal period so that 
the owner may know his profit for the period, it is customary to estimate the 
depreciation on equipment applicable to the period. The amount of this 
estimated depreciation is recorded at the close of the fiscal period as one of 
the expenses for the period. The depreciation for each day could be estimated 
and recorded but this would not be practical, hence the record of the expense 
is made at the close of the fiscal period in one amount. 


Method of Recording Depreciation. At the close of each fiscal period, 
the amount of depreciation is estimated and recorded as an expense. Depre- 
ciation Expense account may be debited for the estimated expense, and 
Equipment account, credited. The balance in the Equipment account would 
then show its estimated value at the close of the period. 


It is customary to have the Equipment account show the cost value at 
all times because the owner may have occasion to refer to the cost value when 
purchasing new equipment, securing insurance, or completing some similar 
transaction. To provide this information, the credit for depreciation is not 
to the Equipment account, but to an account with the title Depreciation 
Reserve. When it is desired to ascertain the present estimated value of the 
equipment, the total reserve recorded in the Depreciation Reserve account is 
subtracted from the total cost recorded in the Equipment account. : 


The word “depreciation” used in connection with the title of an account 
indicates that the amount recorded in the account is based on an estimate. 
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Thus, an account with the title Depreciation Expense indicates that this is 
the estimated expense incident to the decrease in the value of the equipment; 
an account with the title Depreciation Reserve indicates that the credit bal- 


ance is a deduction from the cost of the equipment and that the amount is 
estimated. 


May 81, the close of the monthly fiscal period, A. W. Kirk estimated 
the depreciation on the equipment to be $11.25. This estimate 
is based on ten years use. 
The cost value of the equipment, $1,350.00, with an expected use of ten years and no 


scrap value results in an estimated depreciation of 10% each year or $135.00. The depre- 
ciation for a month is one-twelfth of $135.00 or $11.25. 
ir Bo = 


; The entry in the general journal to record the expense and the decrease 
in the value of the equipment incident to the ownership of the equipment is 
shown in the illustration 


.ance of, the Depreciation 


Moy 31,19 7 sat the left: ‘The decrease 


fee Jad : ext a | in proprietorship (expense 
149 Depreciation Expense .... 11 25 | : prop ded P . fa ) 
(149 Depreciation Reserve . 11.25 18 recorded as a debit to 
a To record the estima- | | the Depreciation Expense 

| _ ted depreciation. || . ; 
eae Sh | . account; the decrease in 
the value of the property 

is recorded as a credit to the Depreciation Reserve account. This is an ad- 


justing entry. 


The results of posting the cash book entry on page 147 and the journal 
entries on pages 148 and 


ae ies 


149 are shown in the il- __-___ Boh Ne CASHY | pe eR eae ee 
lustration at the right. It | Oe ee Ee ae ee | 

will be observed that the | | -| | | °|Mar|8¥ © p47) 160/— 
debit balance of the Equip- hs RourrMant i) Ay A 


ment account, $1,350.00, ——$—$——————"— 


is the cost of the equip- May 1. C147 150 —_ leah || ) 
ment and the credit bal- J stem =I | | | 
hae ria | 


Reserve (account, $11.25, ME) g DAL RECORD BSR TE. 


“esti - | 19 Rist i 
is the estimated decrease ve | | Wefay {sa}. zhao alee 
in value because of de- | i ‘aa 
preciation. The difference . 
between the two balances ———=———————— 


Davis Bros. 


or $1,338.75 is the pres- | | | WMtey| 2] hasllz200|— 
ent or book value of the ee NR | a a b ane day 
equipment. The book DEPRECIATION EXPENS 
Piuemieenumeestiinated’ 79, , 7 7 1a 1 || es Rear hr. 
value because the amount May 31 J 149 alas | be | re | | 


|| 
’ 
L | 

/ 
| 

| fl] | 


of the depreciation is es- | fe x 
timated. The equipment End 
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may be worth more or less than this amount; its real value can be ascer- 
tained only when it is sold. 
C geet4 


£7 SUMMARY OF EQUIPMENT ACCOUNTS 


\ : : 
(The Equipment Account jis a record of the increases and decreases in 


the asset equipment. 

This account is debited with the increases at cost ; price through purchases 
and credited with decreases at cost price through sale or exchange. 

The debit balance shows the cost of the equipment owned, but does not 
show the real value of the asset after the first fiscal period; the asset value is 
the difference between the debit balance and the credit balance of the Depre- 


ciation Reserve account. 


JY 


The Depreciation Reserve Account is a valuation account showing a 
record of the estimated decrease in the value of & equipment because of depre- 
ciation. 

This account is credited at the close of each fiscal period for the esti- 
mated depreciation. 

The credit balance shows the amount to be deducted from the debit 
balance of the Equipment account to show book value of the equipment. Both 
the cost price and book value are shown on the Balance Sheet through deduct- 
ing the balance of the Depreciation Reserve account from the balance of the 
Equipment account. 


(The Depreciation Expense Account is a record of the expense because 
of the estimated decrease in the value of the equi tipment.) 
This ac account is “debited at the close of each fiscal period for the increase 
in expense because of estimated depreciation. 
The debit balance of the Depreciation Expense account is an expense and 
is closed into the Profit and Loss Summary account. The Depreciation Ex- 


pense account is in balance ¢ during the fiscal period. 


Expenses. [The decrease in assets and proprietorship because of services 
necessary to operate the business is referred to as expense.| Descriptive titles 
may be used to designate various types of expenses such as Rent, Salaries, 
Advertising, ete. 

Expenses paid during the fiscal period are recorded as a decrease in the 
asset cash and an increase in the expenses. The appropriate expense account 
is debited and the Cash account credited. 

There are several different expenses which occur daily but are not recorded 
until the close of the fiscal period. These include 


Supplies Used 
Insurance Expired 
Depreciation on Equipment 


The expense because of supplies used and expired insurance is deter- 
mined and recorded at the close of the fiscal period. Supplies used are re- 


. 
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corded as a debit to the Supplies Used account and expired insurance as a 
debit to the Expired Insurance account. 


The exact depreciation on equipment cannot be determined until the 
equipment is sold, but it is estimated at the close of each fiscal period. This 
estimated depreciation is recorded as a debit to the Depreciation Expense — 
account and a credit to the Depreciation Reserve account. 


‘Exer se-63, Purchase and Use of Equipment 
» (ORAL OR WRITTEN) 


a 2 fom A,X: 


lv 


/ ara e Harman Desk Company a check for $90.00 in payment for 
V an ae desk.” (a) How will this transaction pe recorded? Be What effect 


does it have on the assets? <o u | 
ee “9. (a) In what book of original entry Revit the er Roe oan in 
‘the two accounts at the ¥, \. Equipment (© 
right be recorded? (b) j97 | 
What should be the ex- Mar. 1) | | | | | | | 
planation? (c) What effect Benet ee ff “See 
does this transaction ake *“Orrice Furniture Col) 
on the assets? are | 1 {19 
t a | | Mar. |10 | 85|— 
gr yA y Ys ieee 


. “October fv Purchased from the it Safe Company one Hartford , 
safe i $200.00. Paid cash, $100.00 and gave note for $100.00 due in sixty o4 
days with interest.” (a) In what books of original entry will this transaction 
be recorded? (b) How?” (c) What effect does oe transaction have » on the 
equation, “‘Assets = Liabilities-+ Proprietorship?” 4- “~~ 


4, “January 2. C. O. Robb, a retail druggist, paid $100.00 in cash for a 
typewriter.” The agreement was that it could be used for three years and 
traded in for a new typewriter at a value of $2 1008 | (a) How much will this, 
typewriter depreciate each year?* (b) What éntrypwill je made at the closé. . 
of each year to record the depreciation? (c) What will be the book value of 
the typewriter December 31 of the first year, second year, and third year? 


5. “May 1. Miss Mabel Cohen, who operates the Candy Shop, paid cash, 
$200.00, for equipment.”” If she operates on a monthly fiscal period basis 
and estimates that this equipment will be of service one hundred months, what 
entry will be required May 31 to record the Heprediaucn on equipment? 


6. July 1. W. T. Risinger, a retail merehatt: paid $1200.00 for a daly 
ery truck which he estimates will be of service for fifty months, with an ex- 
change value of $200.00 at the end of that time. The truck was destroyed 
by fire thirty-two months after date of purchase. If the truck was fully in- 
sured and he collects book value from the insurance COMPANY, ie amount 
of cash will he receive? ; Be (a0 ,; ; 

<7 og hee > pre “ 


} 3 
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ra 2 
5 “fixercise 64, Supplies, Insurance and Equipment 
a March 1, L. B. Cloud invested $5,000.00 in cash in a retail clothing busi- 
1 oe During the year ending February 28 next, he purchased supplies, in- 
surance, and equipment as follows: 
Mar. 1. Gave the Office Equipment Company a check for $1,250.00 in pay- 
ment for equipment. 
3.~Bought supplies from O. R. Dick & Company on credit, $39.62. 
5. Gave the Acme Manufacturing Company a check for $65.50 in pay- 
ment for containers purchased for use in packing goods sold. 
6. Returned to O. R. Dick & Company, a part of the supplies pur- 
chased on the 3d, $38.75. 
10. Gave M. Franklin a check for $120.00 in payment for premium on 
insurance policy for one year, issued March 1. 
ad April 7. Purchased supplies from W. H. Lord on credit, $155.50. 
June 15. Gave L. B. Andrews a check for $72.65 in payment for supplies pur- 
chased on this date. 
July 31. Bought supplies from O. R. Dick & Company on credit, $92.55. 
Sept. 1. Gave the Office Equipment Company a check for $250.00 in payment 
for additional equipment bought on this date. 
Nov. 1. Gave M. Franklin a check for $81.60 in payment for premium on 
insurance policy for one year, issued today. 
Dec. 5. Bought supplies from the Acme Manufacturing Co. on credit, $120.00. 
Jan. 7. Bought supplies from Davis Bros. on credit, $44.50. 
Feb. 1. Received $6.50 in cash for sale of containers purchased for use in 
packing goods sold. 
Feb. 28. Inventory of supplies, $67.45. 
Depreciation on equipment, 10% per year. 

Instructions. (1) Record the transactions in the required journals and 
post; allow twelve lines for the Supplies account and seven lines for each of 
the other accounts. 

(2) Record under date of February 28 the expense because of supplies 
used, expired insurance and estimated depreciation for the fiscal year. Post 
and take a Trial Balance. ; 


, The information given under date of February 28 andin the Prepaid Insurance account 
will be used as a basis for the adjusting entries. 


at Exercise 65, Prepaid and Expired Insurance 
Albert Snow, a retail merchant, paid cash for yearly insurance premiums 


as follows: 
ULL oes cae $127. 20 February 1. ..... $ 36.60 
AURUSEL ies. eas 49.80 OB Lok oh. a 108.60 
November 1.... 66.00 ALY sat ee ee 24.00 


Instructions. Show the Prepaid Insurance and Expired Insurance ac- 
counts as they would appear on the ledger at the close of the fiscal periods 
September 30, December 31, March 31, and June 30. 


file 


ae 


Stact- gent CHAPTER XIV 


A MODEL SET 


The books of original entry and ledger both containing a record of all the 
transactions completed by a business are usually referred to as a set of books. 
The illustrations in this chapter show the set of books belonging to H. W. 
Good, a retail merchant, during the monthly fiscal period of October. These 
illustrations provide a review of the preceding chapters and include a practical 
presentation of the bookkeeping process applied to the keeping of a set of books. 


Bookkeeping. The work of the bookkeeper, that is, the one who 
keeps books, may be briefly described as follows: 

(1) Recording the opening entry at the beginning of the fiscal period when 
a new business is organized or it is desired to open a new ledger. 

(2) Recording all subsequent business transactions to provide the daily 
and periodic information needed by the owner of the business. 

(8) Preparation of the monthly Trial Balance to prove the equality of 
debits and credits in the ledger. 

(4) Preparation of the Working Sheet, Balance Sheet and the Profit and 
Loss Statement at the close of each fiscal period. 

(5) Recording on the ledger, through the general journal, the adjusting 
and closing entries at the close of each fiscal period and preparing a Post- 
closing Trial Balance. 

The daily information needed includes (a) the cash balance, (b) cash 
proof, (c) the amount owed by each customer, (d) the amount owed to each 
creditor, (e) the purchases, (f) the sales, and (g) the expenses. 

The periodic information needed includes all the facts necessary to ascer- 
tain the present proprietorship and net profit at the close of the fiscal period. 

When the transactions are recorded so as to provide daily information, 
proprietorship and net profit can be ascertained from the account balances 
in the ledger, after the accounts affected by the inventories and depreciation 
have been adjusted. 


OPENING ENTRIES 


Monday morning, October 1, the assets, liabilities, and proprietor- 
ship of H. W. Good, a retail merchant, stated in equation form are: 


ASSETS $1848.33 = LIABILITIES $326. 68 + PROPRIETORSHIP $1521.65 


The Balance Sheet at the top of page 154 shows the nature and value 
of each asset, the nature and amount of each liability, and the proprietorship. 
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H. W. Goop 33 
BALANCE SHEET, September 30, 19.. : 
Se SS = er rs Kt 
Assets: | Liabilities: | 
ore Notes Payable eg oy 160 | — 
the Ban kere Accounts Payable: 
oo and Sonate) J. A. Whitney & Co...108.66 
Proctor & Gamble.... 58.02 166 |68 
Notes Receivable............. ee | 
‘Aceoaies Receivable: TOtal Liaplitles.= sree 326 | 68 
ASR: Col ay ee : Z ay Ne | 
IRELOte) 2a eee ‘ roprietorship: 
gas EL. W. Good, Capitale>.----- = 1521 |65 
Merchandise Inventory....... 
Sup pliesty pee scnc fy: Se porecas 
Prepaid Insurance............ | 
Wotal Assets set... ee 'Total Liabilities and Capital | 1848 33 
tai | 


» NARRATIVE OF TRANSACTIONS 


During the month of October, H. W. Good completed the following 
transactions: 


(a) 12 purchases of merchandise on credit. 
(b) 17 sales of merchandise on credit and 8 sales for cash. 


(c) 1 cash ihvestment, 12 cash collections from charge customers and 1 
cash collection for a note. 

(d) 7 cash payments to creditors, 7 cash payments for expenses, 2 cash 
payments for supplies, 2 cash withdrawals by H. W. Good and 1 cash payment 
for a note. 

(e) 1 purchase of equipment on credit, 1 note issued to a creditor, 1 note 
received from a charge customer, and 1 return of merchandise by a charge 
customer. 


The opening entry and transactions outlined above are recorded in the 
journals, pages 155 to 159. The ledger, pages 161 to 166, contains the same 
information as that recorded in the journals. The entries were posted daily 
and the totals were posted at the end of the month. 


The General Journal contains (a) the opening entry (the numbers in 
parentheses refer to the pages of the accounts in the old ledger); (b) three cur- 
rent entries to record transactions which could not be recorded in a special 
journal; (c) an entry to record the expense because of supplies consumed, in- 
surance expired and estimated depreciation; (d) an entry to transfer the in- 
ventory, October 1, to the Purchases account so that this account will contain 
a record of the total purchases; (e) an entry to record the cost of sales through 
transferring the asset value of the merchandise in stock, October 31, from the 
Purchases account to the Merchandise Inventory account; (f) three entries 
to summarize the income, cost and expenses into the Profit and Loss Summary 
account; and (g) an entry to close the Profit and Loss Summary account. 
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The Purchases Journal below contains a record of the purchases on 
credit made by H. W. Good during the month of October. The informa- 
tion for each entry is an invoice similar to the form illustrated on pages 173. 


PURCHASES JOURNAL 
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Illustration 25, Purchases Journal, Page 12 
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The Sales Journal below contains a record of the charge sales made by 


H. W. Good during the month of October. 


The information for each entry 


is a copy of the sales invoice similar to the form illustrated on page 174. 


SALES JOURNAL 
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Illustration 26, Sales Journal, Page 14 


The Cash Book on this and the opposite page contains a record of the 
cash receipts and the cash payments during the month of October. The infor- 
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mation for each entry on the receipts side of the cash book is a receipt stub 
or check similar in form to the illustrations on pages 77 and 181. The informa- 
tion for each entry on the payments side of the cash book is a receipt or check 
stub as illustrated on pages 75 and 177. 


Cash Proof. Cash was proved, as described on page 131, on October 
6, 18, 20, 27, and 31, and the balances written in small figures in Illustration 
27. The pencil footings (represented by small figures in the illustration) are 
not erased when cash has been proved, thus facilitating the next cash proof. 
The bookkeeper knows that cash proved at the points indicated by small fig- 
ures, hence it is not necessary to check back of these figures when the cash 
does not prove at a subsequent time. 


_ Opening a New Ledger. When accounts are opened in a new ledger, 
it is customary to group and arrange them in the order in which their balances 
will be reported on the Balance Sheet and Profit and Loss Statement. The 
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accounts in the ledger, pages 161-166, are arranged in the same order as the 
account balances reported on the Balance Sheet, page 168, and Profit and 
Loss Statement, page 169. 


Ledger Pages. Usually a full page is allowed for each account. In the 
ledger illustrated it is necessary to group several accounts on each page in the 
text as indicated by the page number printed on each account. 


Partial Payments. Letters are used in personal accounts to enable the 
bookkeeper to interpret the relation between debit and credit entries without 
referring to the book of original entry. Thus, an “a” opposite amounts on 
each side of an account indicates that these amounts are related to each other. 

The same letter on each side of an account with a creditor indicates that 
the debit amount is applicable to the credit amount. The same letter on 
each side of an account with a customer indicates that the credit amount is 
applicable to the debit amount. 

Errors. The errors corrected in the books of original entry and the ac- 
counts are explained in Chapter XVI. 


Indexing a Ledger. When a ledger is a bound book or a loose-leaf book 
with numbered pages, it is advisable to index the accounts. The index below 
is applicable to the ledger on pages 161-166. 
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Depreciation Expense.............. 62 Profit & Loss Summary............ 63 
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Notes Receivable.................. 2 
INotestPavableisc. o.cs.0 cn cs eee 88 


WORK AT THE CLOSE OF THE FISCAL PERIOD 

H. W. Good operates on a monthly fiscal period basis. The Working - 

Sheet, Balance Sheet, Profit and Loss Statement, adjusting entries, and the 

entries to close the ledger are illustrated on pages 167-170. The ledger, pages 

161 to 166, contains the results of posting the opening entry, current entries, 
adjusting entries and closing entries. 
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Illustration 28, Ledger, Pages 1-10 
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Ilustration 28, Ledger, Pages 11-29 
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Illustration 28, Ledger, Pages 30-87 
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Working Sheet. . The illustration below contains the Trial Balance, October 
31, the net profit for the month of October and the proprietorship at the close 
of the October monthly fiscal period. The net profit and proprietorship were 
ascertained from the account balances on the Trial Balance and the following 
information: merchandise inventory, $1,094.84; supplies inventory, $47.03; 
prepaid insurance, $50.00; estimated monthly depreciation on equipment, 2%. 


The six columns at the right of the Trial Balance column in the illus- 
tration below were used for ascertaining net profit and present proprie- 
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torship. The account balances on the Trial Balance which show assets, 
liabilities, proprietorship, income or expenses and which are not affected by 
inventories, are extended into one of the four columns at the right. Adjust- 
ments because of inventories are made in the Adjustments columns and the 
adjusted account balances extended into one of the four columns at the right. 
The depreciation reserve is recorded in the Adjustments column and subtracted 
from the Equipment account to show book value in the Assets column. 

The sum of the October 1 merchandise inventory and the balance of the 
Purchases account is the total merchandise available for sale. This sum minus 
the October 31 merchandise inventory is the cost of merchandise sold. 


Balance Sheet. The illustration below shows a Balance Sheet pre- 
pared in report form from the assets, liabilities, and proprietorship as stated 
in the Balance Sheet columns of the Working Sheet. The facts presented in 
this Balance Sheet show that Assets — Liabilities = Proprietorship. 


MNMLitZood 
Lalaneettheety COcteter 3, 1G 


LO2LbT 
RATES ES: Monae 
SL 2 2411 
L770 
69. OF 
26 TIS OL 
OGL PL 
#7103 ; 
Soe 
“OSS o 
ITS 7 \02 
275) —| | 
| ] | 
202460) | 
650,257 ) 
| | / 
\} i 
ie |4i gf 
Eh Lae FEEL : | 
| | ioe 2 Plo 
| _2rere 


Illustration 30, Balance Sheet, Rebort Form — | 
§ 


Ch. 14] A MODEL SET 169 


The total assets on the Balance Sheet agrees with the total of the Assets 
column on the Working Sheet because the depreciation reserve is subtracted 
from the Equipment account to ascertain book value. The total liabilities 
on the Balance Sheet equals the total liabilities recorded first in the Liabilities 
column.. The proprietorship shown on the Balance Sheet is the sum of the 
net investment and net profit recorded in the Liabilities and Capital column 
of the Working Sheet. 


The Profit and Loss Statement. The illustration below shows the 
income from sales, cost of sales, gross profit on sales, expenses and net profit. 
This information is obtained from the Cost and Expense, and Income columns 
of the Working Sheet. The net profit is the profit on sales minus the expenses. 


Sy vera ew | 152 Lb 

| ‘ beventoty, OL-/ 521.65 \ | 

| ies LISS PETE, Ub47.04, ZaTAG fg | 

ese ee ) OEA3/ | tiai¢g we “ | 

) Cothof foods fold ) : L073 Go 
Lrocibifetorn Salad | #4ee76 

| WintGapende’ ' GACH Nas | 

| Pa lety Geprender, gaan 

| Wudestlanscceds \| ha” Va we 


Illustration 31, Profit and Loss Statement 


The Post-closing Trial Balance. The Trial Balance at the top of page 
170 was prepared from the ledger, pages 161-166, after the adjusting and clos- 
ing entries on pages 155 and 156 were posted and the Cash and Capital ac- 
counts balanced. cn 

The information contained in this Post-closing Trial Balance is the same 
as that shown on the Balance Sheet; each contains the balances of the open 
accounts in the ledger after the ledger is closed. 
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Illustration 32, Post-closing Trial Balance 


CLASSIFICATION OF ACCOUNTS 


Each account on the ledger contains a record of the changes in an asset, 
a liability, proprietorship, income or expense; the title of the account describes 
the nature of the element. The accounts on the ledger of H. W. Good, pages 
161-166 grouped as suggested are: : 


ASSETS LIABILITIES PROPRIETORSHIP INCOME Cost 


Cash Notes Payable H. W. Good, Capital Sales Purchases 
Notes Receivable J. A. Whitney & Co. H.W. Good, Drawing 
A. R. Jennings Proctor & Gamble 


Central Hotel Franklin Sugar Co. S aaa 
Park Hotel Winters Supply Co. = eis 
M. A. Johnson J. W. Allen & Co. perth xp. 
James C. Wilson L. B. Dick & Co. é pen x — 
C. L. Lord Lake View Creamery Supp a se 
Mdse. Inventory ehsi ass 
Supplies eprec. Exp. 
Prepaid Insurance : 
Equipment 


—Deprec. Reserve 


The grouping above is given for classification purposes. Income and 
expense accounts are temporary proprietorship accounts and closed into 
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the proprietor’s account at the close of the fiscal period, but are classified as 
income and expenses during the fiscal period. 

Purchases is classified as a cost or an expense because it is shown on the 
Profit and Loss Statement as a part of the cost of goods sold. Each debit 
to the Purchases account represents an increase in the asset merchandise but 
usually the greater part of this merchandise has been sold and that part 
which has not been sold at the close of the fiscal period is transferred to the 
Merchandise Inventory account. 

Depreciation Reserve may be classified as a minus asset or a valuation 
account. Either classification indicates. that the credit balance is not a lia- 
bility, but a deduction from an asset to determine the book value of the asset. 


Exercise 66, Review of the Model Set 
(ORAL) 


1. Under what conditions is it necessary to open a new ledger? 

2. What transactions are recorded in the purchases journal? 

3. What transactions are recorded in the sales journal? 

4, What transactions are recorded (a) on the receipts side of the cash 
book? (b) on the payments side? 

5. When is the Trial Balance prepared? 

6. What is the purpose of the Trial Balance? 

7. Why is it necessary to know the merchandise inventory at the close 
of the fiscal period? 

8. Why is it necessary to know the supplies inventory at the close of the 
fiscal period? 

9. Why is it necessary to know the amount of the unexpired insurance 
at the close of the fiscal period? 

10. Could the records be kept so that the asset values suggested in the 
three preceding questions can be obtained from account balances? How? 

11. The cost value of the merchandise is recorded in each sale. (a) Is it 
necessary to take stock? (b) Why? 

12. What is the purpose of the Working Sheet? 

13. What is the purpose of (a) the Adjustments columns on the Working 
Sheet? (b) Balance Sheet columns? (c) Profit and Loss Statement columns? 

14. What effect does an amount in the debit Adjustments column have 
on an account balance in the Trial Balance column on the same line with it? 

15. What effect does an amount in the credit Adjustments column have 
on an account balance in the Trial Balance column on the same line with it? 

16. At the close of the fiscal period, the debit balance of the Merchandise 
Inventory account was $12,500.00 and the Purchases account was $18,000.00; 
the merchandise inventory was $10,000.00. (a) What was the cost of the 
goods sold during the fiscal period? (b) How was it recorded? 


“ 
a 
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17. What figures are placed in the Adjustments columns on the Working 
Sheet to adjust the Merchandise Inventory and Purchases accounts men- 
tioned in the preceding question? 

18. What is the purpose of the Balance Sheet and how is the desired 
information shown on it? 

19. What is the purpose of the Profit and Loss Statement and how is 
the desired information shown on it? 

20. What two columns on the Working Sheet may be used as a basis for 
the adjusting entries? 

21. What two columns on the Working Sheet may be used as a basis 
for the closing entries? 

22. Why are the adjusting entries recorded in the ledger and the tem- 
porary proprietorship accounts closed at the close of each fiscal period? 

23. What two columns on the Working Sheet agree with the account 
balances in the ledger after it is closed? : 

24. Could the ledger be closed and the Balance Sheet and Profit and 
Loss Statement prepared from it after closing? 

25. (a) Should the bookkeeper close the ledger before preparing the Bal- 
ance Sheet and Profit and Loss Statement, from what account in the ledger 
would the Profit and Loss Statement be prepared? (b) What account balances 
in the ledger would appear on the Balance Sheet? 


Exercise 67, Reports and Closing Entries 


The Trial Balance in the illustration at the right is the one from which 
the Balance Sheet for H. W. Good, page 154, was prepared, September 30. 
The inventories are H. W. GOOD 
per nilomcnerchans TRIAL BALANCE, September 30, 19 


dise, $521.65; sup- Cash... 


BRAS 0.55 cattle Sabet 
plies, $62.55; pre- oS Ee cable nos ee ale by 100) 
paid insurance, $60.- ean os ne Remmi WP 
00. From the ac- ead Inventoryesss.. 821/16 
{by eis: eRe gee eee te 2 ge ole 103)42 
count balances and Prepaid Insurance. <. <. .s ogee wae 70 
the facts stated re- Boy WN Mice. ies 160 
. mes AR itney: & Cog. seek 
garding the inven- Procter:& Gamble: ......7. «0... a ns 
tories, prepare (a) a ee Good, Capital)... .3s...... 1300 
f SESS Saeco 
Working Sheet, (b) Parehsies.. 2g ee cy Vig isols7 “(°° 
Balance Sheet, (c) a3) peonse + hein eal ty > 7 
Profit and Loss Blety WUXDEDSE 4. eles wee «ie a ee 15 
Miscellaneous Expense........... 
Statement, and (d) : a ae 
adjusting and closing __|_ 8403/08 || 3403/08 


entries. The net 
profit should be $221.65 and the present capital $1,521.65. 


CHAPTER XV 
BUSINESS FORMS AND VOUCHERS 


The usual business forms which represent transactions are illustrated in 
Chapter VII. The discussion in this chapter provides a review of these busi- 
ness forms and information regarding transactions with a bank. 


Invoice for Goods Purchased. ‘The illustration below shows the 
invoice rendered for merchandise purchased by H. W. Good from J. W. Allen 
& Co. The check mark at the right of J. W. Allen & Co. indicates that the 
record has been made in the purchases journal (first entry, Illustration 25, page 
157). The other check marks indicate that the invoice has been verified. 


J.W. ALLEN & CO.” 


WHOLESALE GROCERS 
2 CENTER STREET 
CINCINNATI 


Invoice Date October 1, 19 
Invoke No. 7992 
Shigper’s Order No 


H. W. Good 


612 So. Main St. 
30 days 


Date Shipped OCt. 1 From 
Car No. and Int. 
How Shippedand Route Delivered 
a a} PRIOE 


DESCRIPTION i? PER UNIT 


bbls. Superior Flour 
bbls. White Rose Flour 
doz. cans Pineapple 
buckets Candy 


i <t084-. 1,19..--and {ound c= satisfactory | \(Sigued) sce ese 
Approved 


Illustration 33, Purchase Invoice 


This is the National Standard Invoice Form, adopted by a national conference held 
under the auspices of Division of Simplified Practice, Department of Commerce, Washington, 


D.C 

Invoice for Goods Sold. ‘The retail merchant usually renders sales in- 
voices only when requested to do so by the charge customer. When a sales 
invoice is not rendered, the order is acknowledged by a sales ticket. The 
sales ticket is illustrated on page 76 and the sales invoice on page 174. 
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The illustration below shows the sales invoice rendered by H. W. Good 
to the Park Hotel. The check marks indicate verification before the sales 
invoice was recorded in the sales journal, second entry on page 157. 


H. W. GOOD 


DEALER IN 


Fancy Groceries,Provisions and Country Produce 


Illustration 34, Sales Invoice 
A Bill. The illustration below shows the October telephone bill rendered 
to H. W. Good and paid by him October 4 (see page 159). Payment is acknowl- 
edged through receipting the bill. A list showing services rendered and the 
charge therefor is usually referred to asa bull. 


AES AST DAY OF PAYMENT OCTOBER 18th) 
eS 


He *. 
ee ke Cincinnati, O., October 1, 18 
Sow 
we THE BELL TELEPHONE Co. 
PO 
ae Telephone Building, 225 RB. Fourth Street, Cincinnati, O, 
ew’ See back of bill for rules and regulations regarding the billing and collection of accounts. 


H. W. GOOD M. 1263 
512 SO. MAIN ST, 
CINCINNATI, OHIO 


ExcHAnce Senvice ror OCTOBER 1 yo 31,192 INCLUSIVE 
. o 


ADDITIONAL LOCAL MEeSsAGns Sepr, 1 TO 30. 192 
TOLL Genvice GYATEMENT HeRewiTH 
BALANCE DU ON BILL PREVIOUSLY RENDERED 


Office closed oa Logal Holidays and at 12 Noon on Saturdays, 


Illustration 35, Receipted Bill 


A Receipt. A written acknowledgment of cash received is referred to 
as a receipt. A receipt is issued by the one receiving the cash and issued to 
the one from whom the cash was received. The form of receipt illustrated in 


TIE 
TT 
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Chapter VIL is used quite extensively in business when cash receipts and pay- 
ments are with money. When payment is made by check, the canceled check 
is usually regarded as sufficient receipt as explained in this chapter. 


TRANSACTIONS WITH THE BANK 


Opening an Account with the Bank. An account is opened with a 
bank through the permission of the proper bank official. When this per- 
mission has been granted and money deposited with the bank, the one making 
the deposit is known as the depositor or customer of the bank. A depositor 
opens an account with the bank to provide a safe place for his money and a 
convenient means of paying it. 


Deposit Ticket. The blank provided by the bank on which to list the 
money or money and cash items to be deposited is referred to as a deposit ticket. 
Deposit tickets are usually supplied the depositor in pads, but some banks 
provide them bound in a book arranged so that the depositor may retain a 
carbon copy of the items deposited. 
One form of deposit ticket is illus- 
trated at the left. 2 — fl 

Specie refers to’ ‘silver nee, 
nickels and pennies; half dollars, 
quarters, dimes, nickels, and pennies 
should be wrapped in coin wrappers 
provided by the bank. Bills refer to 
paper money; they should be ar- 
ranged in the order of the denomina- 
tions with the smallest denomination 
ontop. As explained on the deposit 
ticket, the name of the bank or the 
town for out of town banks is to be 
indicated on a line with the amount 
of each check. If desired, however, 
the A. B. A. numbers may be used 


DEPOSITED FOR 


f— 


NAME 


, 


apoResS 
IN THE 


MERCHANTS NATIONAL BANK 


ALL CHECKS, NOTES AND DRAFTS CREDITED, SUBUECT 
T 


{Wr en in City. state name 
C jank; out of City, name 
HECKS 13 places where payable 


ep Pitt A Ics — in place of the title of the bank or 

aap: ZY, , elo | name of the town; see number at the 

oe. | left of the bank on the Berwick, Pa., 
% VGA OOPPI PLS! On 24 OP Se 


check on page 181, and information 
in regard to A. B. A. numbers on 
page 185. Banks usually print on 
the deposit ticket the information 
which they desire depositors to show. 
“P.O. Money Order” and “Express 
Money Order’ indicate the nature of 


Total a : 
[See that All Checks And Drafts Are Endorsed | the last two items on the deposit 
ticket illustrated. The $200.87 is the 


Illustration 36, A Deposit Ticket sum of the items deposited. 


\ 


vy Go2R21 Lc li | 


| 
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Signature Card. The new depositor is required to sign his name on a 
card in the same manner as he will sign it on checks which he issues for pay- 
ment by the bank. The card on which the depositor writes his signature is 
referred to as a signature card. 

The illustration at the right shows one form of a signature card. The 
depositor, H. W. Good, has signed : - 
his name in the same form as he 
will sign checks. His bookkeeper 
has also signed the signature card 
in the same form as he will sign the 
name of H. W. Good. 


The purpose of the signature 
card is to provide the bank with a 
record of the depositor’s signature 
or the signature for the checks is- 
sued against the funds deposited 
by him. With this information the 
bank has a means of protecting Illustration 37, Signature Card 
itself against loss through forgery. 


The Pass Book. The ruled blank provided by the bank containing a 
record of the deposits made by a depositor is referred to as a pass book. All 
entries in the pass book are made by an official of the bank, hence the pass 
book provides the depositor with a receipt for all cash deposited in the bank 
by him. The depositor should present his pass book with each deposit so that 
the receiving teller may enter therein the date and amount of the deposit. 

At the end of each month the depositor may be required to leave his pass 
book at the bank to be balanced. Later it will be returned to him with the 
balance on deposit at the close of the month stated in it. The method of stat- 
ing the balance is shown in the pass book, Illustration 41. The explanation 
given in connection with the illustration contains further information regard- 
ing the use of the pass book. 


Withdrawing Money from the Bank. The depositor withdraws 
money which he has deposited in the bank through a written order known 
as a check. No standard form is necessary, but for the convenience of the 
depositor and the employees of the bank, it is customary for the bank to 
provide the depositor with printed forms usually referred to as blank checks. 
These blank checks are usually bound in a book with a stub attached to each 
check. The depositor uses the blank check for writing his order on the bank 
and the stub for a record of the check. Space is provided on the check and on 
the stub for a number. The depositor should number each check and its 
corresponding stub with the same number, arranging the numbers consecu- 
tively beginning with the first check issued. 

Illustration 88 shows a check book with two checks to the page. The 
first check is filled out to be given to J. J. Kline. The stub contains the informa- 
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tion needed by H. W. Good, the depositor. The columns between the stub 
and the check are for the convenience of the depositor when keeping a record 
of his transactions with the bank. 


V5 
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Illustration 38, Check Book 


Writing a Check. A check should be written in the following order: 
(1) Enter the desired information on the stub; this includes all the infor- 
mation to be put on the check, also the name of the account to be debited. 

(2) Enter on the check the desired information as follows: 

(a) The number of the check. 

(b) The date which includes the month, day of the month and year. 

(c) The name of the person or firm to whom the check is payable. 

(d) The amount, both in writing and in figures. 

(e) Signature of the depositor as stated on the signature card. 


If the check is signed by an agent, the name of the agent should appear 
below the name of the depositor in the same manner as it is written on the sig- 
nature card. In Illustration 38, the “‘your name” refers to the name of the 
student, since this check is used as a model by the student when writing the 
first check in the practice set. 


The reason for the check may be written in the lower left hand corner 
of the check. “Cash purchase”, “Tn full of account”, ‘“To apply on purchase 
of October 1’’, or “October rent’’ would indicate the purpose. 


If the depositor or his authorized agent wishes to withdraw cash from the bank, it 
will be necessary for him to write a check in the same form as that used when the bank is 
ordered to pay the money to a third party. The check may be made payable to the de- 
positor, to “Cash” or to the purpose for which the check is issued, as ‘‘Pay roll” or “Stamps’’. 
The one who presents the check to the bank for the money is usually required to sign his 
name on the back of the check so that the bank may know to whom the money was paid. 
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Depositor’s Record of the Transactions with the Bank. Each de- 
positor should keep a record of the transactions which he completes with the 
bank. This includes the date and amount of each deposit, the date and amount 
of each check written, and the balance after the check is written or the balance 
at the end of the month. This record may be kept on the check stub as in 
Illustration 38, page 177, or in the check register as in Illustration 39, below. 

For a record of the cash receipts and payments, see the cash book on 


pages 158 and 159. 


Check Register 
- ar em" 7 as : AMOUNT = =DATE OF AMOUNT OF AP ae 
DATE nay ' oeoe tes ; FOR cect | peposrr ‘DEPOSIT < 
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Illustration 39, A Check Register 


The purpose of the above illustration is to avoid the possibility of the 
depositor’s asking the bank to pay more money than he has on deposit. Since 
this information will be needed at the time a check is issued, the balance in 
the bank should be shown either on the stub or in the check register after the 
amount of the check is deducted or a deposit is added. The record maintained 
by the depositor should be such that it may be compared with the record 
maintained by the bank, since the two records should agree when all checks 
issued have been paid by the bank. 


Bank Record. The bank maintains a record of the transactions com- 
pleted with each depositor. The information for this record is obtained from 
the deposit tickets prepared by the depositor and the checks issued by the 
depositor and paid by the bank. As a result of these transactions, the balance 
of the account with each depositor on the ledger of the bank will be the amount 
the bank owes the depositor. 

Banks usually provide each depositor with a statement of his account at 
the end of each month. This statement shows the balance at the beginning 
of the month, the deposits made by the customer during the month, the date 
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on which each was made, the amount of each check paid by the bank, the 
date paid, and the balance at the end of the month. This statement and the 
canceled checks are given to the depositor so that he may reconcile his record 
with that of the bank. Illustration 40 below shows the usual form of monthly 
statement rendered by the bank to its depositors. 


H. W. Good 


IN ACCOUNT WITH 
15 


THE MERCHANTS NATIONAL BANK _ feronnes 


REPORT PROMPTLY ANY CHANGE IN YOUR ADDRESS 


PLEASE EXAMINE AT ONCE } |” NO ERROR 18 REPORTED WITHIN TEN DAYS THE 
ACCOUNT WILL BE CONSIDERED CORRECT 


Cat feis.c8 


75.00- “ 16.85 / 
108.66-Y 50.00-/- 3.25-)- 
97.00-] 989.65-* 
200.00 - }--10.00-|—_ 37.50- | 
136.96-/ 50.00- | 
160.00-- 58.02- / 
37.50 I 


206.60 ~ 
745.40 © 
186.50 


Illustration 40, Bank Statement 


Reconciliation of the Bank Account. When the depositor receives 
his monthly statement from the bank, he should compare the bank’s balance 
with the balance on the check stub or check register. The two balances will 
be the same if all checks written by the depositor have been paid by the bank 
and no errors in the calculations have been made either by the depositor or 
by the clerical workers in the bank. 


If all the checks issued by the depositor have not been paid by the bank, 
the balance in the bank will be larger than that shown by the depositor’s 
record. This difference should be reconciled to see if the sum of the unpaid 
checks when deducted from the bank balance will give the balance in the 
depositor’s record. The usual process of reconciliation is as follows: 


(1) Compare the amount of each deposit on the bank statement with 
the amount of each deposit on the check stub or check register. 


(2) Compare the amount of each canceled check returned by the bank 
with the stub from which it was removed. Place a check mark at the right 
of the amount on the check stub to indicate verification. 

(3) Ascertain the sum of the unpaid checks. The balance in the bank 
as shown by the stub or check register plus the sum of the unpaid checks 
should be the same as the balance on the bank statement. é 
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The illustration at the right shows the method of reconciling the check 
register on page 178 with the bank statement on page 179. Each canceled 


check returned by the ba 


pared with the stub from which it 
was removed and with the record in 
the check register. Four checks, Nos. 


106, 107, 108 and 109, 


been paid. The amount of each 


nk is com- Check 


have not 


Register Balance 10/31 


Unpaid Checks: 


$1024.61 


$1261.86 


unpaid check is written under the check register balance. The sum of these 
five amounts gives the balance shown by the bank statement. 


A daily proof of cash 


depositing money in the 


p proof of cash before making a deposit will facili- 
tate the reconciliation of the bank statement with the record on the check stub 
at the end of the month. For this reason, it is customary to prove cash before 


bank. 


Balancing the Pass Book. As stated on page 176, some banks require 

* each depositor to leave his pass book at the end of the month so that the bal- 
ance may be entered in it. Illustration 41 below shows a pass book in which 
the bank has stamped the date of the bank statement for three consecutive 
months. The October balance, $1,261.86, is the same as the October state- 
ment, Illustration 40. This bank enters the deposits on both sides of the pass 
book using the stamp to indicate the date on which a statement was rendered 
and the balance due the depositor as shown by the statement. 


MERCHANTS NATIONAL BANK 
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Illustration 41, Pass Book 


Some banks use the left hand pa 
page for the total checks returned to 
book is balanced at the end of each month similar t 


the depositor. 


ge of the pass book for deposits and the right hand 


When this plan is followed, the pass 
o the cash book, pages 132 and 133. 
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Cash Items. The term “cash” is used in business to describe currency, 
bank checks, and other commercial papers used for and in the place of money. 
Sometimes a distinction is made between money and cash items, money 
being described as cash and checks as cash items. Cash items usually consist of 
(a) bank checks, (b) bank drafts, (c) cashier’s checks, (d) express money 
orders, and (e) post office money orders. 

All of these forms of cash items are a means of paying cash without 
handling the money. The arrangement of the facts in a cash item does not 
change its purpose. 


(A Bank Check is a written order by a depositor on the bank in which 
he has ‘money deposited to pay money on deposit,) The depositor may use 
the blank forms provided by the bank or he may prepare his own blanks in 
any form desired. Banks place no restriction on the form provided by the 
depositor, but recommend that the size of each blank check be three and 
three-eighths inches wide by eight and three-eighths inches in length. 

The illustrations below show two forms of bank checks. Each is a writ- 
ten order on a bank to pay the amount stated but the arrangement is different. 
The size in each illustration is not the standard suggested above because of the 
_ reduction necessary to reproduce on this page. 


BERWICK. PA: 19 | No. 


con? HE BERWICK NATIONAL BANK 6°73 


Pay ED LIL Le PRS OO AIS on onven $7522. 
ce SPee ee, —————Dorans 


SAFE DEPOSIT BOXES - 
FOR RENT. 


Illustration 42, A Bank Check 


PENNSYLVANIA. 


Puy to the order 


ge 


The Fourth National Bank, 
13-4 ~ Cincinnati, O. 
\\\ 


Illustration 43, A Bank Check 


A Bank Draft. A check drawn by one bank on funds deposited in an- 
other bank is referred to as a bank draft. When an individual does not have 
a checking account and, therefore, can not send his personal check through 
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the mail, or when he does not believe that his personal check will be accepted, 
he can purchase a draft from a local bank. It is satisfactory to send a draft 
through the mail since it is payable only to the one in whose favor it is made, 
or on his order. If it is lost, its value can be recovered. It is more likely to 
be accepted by the one to whom it is sent than a personal check since one can 
easily determine the standing of a bank and whether its draft is good. 

J. L. Nixon wishes to send $50.00 to W. O. Barnes in another city. He 
gives the bank $50.00 and receives a bank draft payable to W. O. Barnes and 
mails this to him. C. L. Mason of Clinton wishes to purchase an article which 
costs $125.00, from Day & Son, Chicago. He gives a Bank in Clinton his 
check for $125.00 and receives a Chicago draft. This draft mailed to Day 
& Son will insure prompt shipment. 

There are many other uses of the bank draft, but the two given will 
serve to show the need for this form of cash item or commercial paper. 


13-66 


The GincinnatiBank&TrustGo. jy 


No. 
Cincinnati, ee Se aes 1°: 
Pay 10 THE ORDER OF 


y (Leo Peta ; fad ee sae 


So OME MUNDBED TWENTY FIVE DOLLARS 
To CHEMICAL NATIONAL BANK LLL / 
1-12 NEW YORK, N. Y. Pra 


Illustration 44, Bank Draft 


A Cashier’s Check. A check drawn on a bank by its cashier is referred 
to as a cashier's check. A cashier’s check is used by the issuing bank in pay- 
ment for operating expenses of the bank, proceeds of notes collected by the 
bank, and many other forms of obligations which require the bank to make 
payments of cash. Cashier’s checks are sometimes used for the same purpose 
as bank drafts where remittances are to be sent to a nearby city and the one 
making the remittance does not wish to send the money or a personal check. 


Houston, Texas, 2 Lescartge 4219 _ 


THE PEOPLES STATE BANK=~. 
greet: CR aac 
ORDER OF. ————_——__—___~__-—_—_—. § 


CASHIER’S CHECK 


iS) A 
ee 


Illustration 45, Cashier’s Check 
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A Money Order is an order on an express company or a postmaster. The 
purpose of money orders is the same as the bank draft, that is, 4 means of 
sending money through the mail. Money orders are also used for making 
remittance for parcel post and express cash on delivery (C.O. D.) shipments. 


A money order drawn on an express company is referred to as an express 
money order and a money order drawn on a postmaster as a postal money order. 
A special form of money order known as a traveler’s check is issued by both 
the American Express Company and the American Bankers Association. 


Indorsement of Checks. At least three parties are financially interested 
in each check, (a) the depositor who signs it, (b) the bank ordered to pay it, 
and (c) the payee, that is, the one to whom the bank is authorized to pay 
the money. When a check has served its purpose, the name of each of these 
parties will have been written or stamped on it. 

The depositor writes his name on the face of the check at the time he 
issues it. The payee writes his name on the back at the time he receives the 
cash or its equivalent. The name of the bank, the date the check is paid, and 
the word “Paid” are indicated on the face of the check by the bank at the time 
the check is paid. 

The name of the depositor on the face of the check is referred to as the 
signature; the name of the payee on the back of the check as the zndorsement; 
the date of payment and name of the bank on the face of the check as the 
cancellation. A canceled check is one that contains the signature, the indorse- 
ment and the cancellation. 


Position of Indorsement. All indorsements are written on the back 
at a right angle to the writing on the check, that is they are written crosswise 
on the check instead of lengthwise. The first indorsement is written about 
one inch down from the edge of the left end; the left end is the left of the 
check when in position for reading. Subsequent indorsements are written 
below the first indorsement and parallel to it. The illustration on page 184 
shows the position of indorsements. With the exception of those made with a 
rubber stamp the indorsements are parallel as suggested. 


The Purpose of the Indorsement of a check is to acknowledge receipt 
of the money, to transfer the title, or for identification. An indorsement ac- 
knowledging receipt of the money requires the name of the payee only and 
is referred to as an indorsement in blank. An indorsement transferring the 
title may be in blank or may contain the words ‘Pay to the order of” written 
above the name of the one to whom the title is transferred; this latter form of 
indorsement is referred to as in full. 

When the title is transferred by an indorsement in blank, subsequent in- 
dorsements are not necessary unless required by the one to whom the title is 
transferred. When the title is transferred by an indorsement in full, the one 
to whom the title is transferred must indorse the check before he can receive 
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the money. A restrictive indorsement is one which transfers the title for a spe- 
cific purpose. An example of this is “For deposit’? written above the indorse- 
ment. Each indorser for transfer is responsible for payment unless ‘Without 
recourse” is written in connection with the indorsement; when this is done, 
it is said to be a qualified indorsement. 

The purpose, position, and nature of indorsements are further explained 
by the following illustrations: 

James Carr of Cincinnati, Ohio, owed W. B. Spencer of Little Rock, 
Arkansas, $35.68. April 20, he paid this indebtedness by check on the First 
National Bank of ‘ 


Cincinnati. The face : 
of the check when Crncovnat1,On10,—_4pFil 20.1927, Now107 


tl aes First NATIONAL BANK * 
the first illustration 
at the right; the back | za conver or. 

at that time was | misty-rize ana 
blank. The second 
illustration at the 
right shows the face 
of the check when Front of Check When Issued 
James Carr received 
it together with his 
other canceled 


Pay To 


Do.iars 


Crvcrynar1,Onm,¢ S¥ire§** 927 No. -287 
ane careers First NATYONAL BANK 
June 1. The dots in- ace SSS oe jane 
dicate punched holes | Tar omperor_¥is2:"spthoshe -% -*- 2,2 - - - - - - $25.68 
in the canceled check | mirty-rive ant ------- ee eee hs Sa 


68/100 

Stesse. ts oe Do.iars 
° * tS Sas OS SS e e 

which read “Paid, . Ss 3 


5-8-27, 18-1.” The seas 
third illustration at 


the right shows the Front of Canceled Check 
information on the ; 


back of the canceled 
check. 

The information 
on the back of the 
canceled check may 
be interpreted as fol- 
lows: 

W. B. Spencer 
secured the cash or 


it ivalent f i 
ie eee ae Back of Check Showing Indorsements 


OR TRUST 


© GUAR Ap, 


MARTIN BROS, — 
CORSE Mercy, 
MAY 2,5 


: 
cS 
g 


For deposit 


Pa 
Y BANK, 


Wee Lfcreen 
ODN Creve 
Pay to the order of 
Peoples Savings, Bank 
i Hite pg or 
co, 
27 sd 


PRIOR en) 


Ne 
: 
. 
x 
y 


ordered the amount of the check to be paid to him by an indorsement in full. 
C. H. Lowe secured cash or its equivalent from Martin Bros. and transferred 
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the check to them by an indorsement in blank. Martin Bros. deposited the 
check in the Peoples State Bank by a restrictive indorsement. The three bank 
indorsements are for the purpose of making collection. 


It is customary in business to deposit a check as soon after it is received 
as possible. For this reason, the usual indorsement on a check is that of the 
payee for deposit in his bank. When a check is used for any other purpose, 
the one receiving it should require indorsement to show transfer of title. 

The indorsement of bank drafts and money orders is for the same pur- 
pose as checks, hence made in the same manner. Post office money orders 
provide for the signature of the payee on the front but additional indorsements 
for collection may be made on the back. 


Protest. When a bank check or bank draft is presented to the bank on 
which it is drawn and payment refused because the depositor does not have — 
sufficient funds on deposit, it is said to be dishonored and each indorser may 
be held responsible for payment. The usual plan is to protest the dishonored 
paper. This protest is effected through a notice of protest. This notice of 
protest is issued by a notary public under his seal, the original mailed to the 
one who signed the check or draft and a copy sent to each indorser. 


A dishonored check or bank draft is returned by the bank which protested 
it to the bank from which it was received. The bank to which the dishonored 
paper is returned will in turn return it to the bank from which it was received. 
This plan is followed until the dishonored paper has been returned to the 
bank in which it was deposited. This bank will present the dishonored paper 
to the depositor who deposited it and receive his check for the amount. 

Some banks debit the depositor with the amount of the dishonored paper, but the 


usual plan is to collect from the depositor thus permitting all debits to his account to be 
made from checks issued by him. 


A. B. A. Numbers. A greater part of the records of a bank relate to 
the collection of checks which have been received from depositors as money. 
In so far as possible these records are made on machines. To facilitate the 
records in connection with the collection of checks, the American Bankers 
Association of the United States (A. B. A.) has devised a series of numbers 
to describe the name and address of member banks, thus permitting the use 
of a number to describe the name and address of a bank. The number is usu- 
ally printed on the check at the left or right of the name of the bank. 


The small numbers shown in connection with the title of the bank in each illustration 
of a check in this text are the A. B. A. numbers used for the purpose described. 


Federal Reserve Banks. There are twelve reserve banks each numbered 
consecutively beginning with one. Many member banks of the reserve system 
print on their checks the number of the district in which their bank is located; 
thus, the “4” in large type on the check in Illustration 48, page 181, indicates 
that the bank is located in the Fourth Federal Reserve District. The reserve 
bank for the fourth district is located in Cleveland, Ohio. 


; 
——~ J < » a —y & L 
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Exercise 68, Commercial Papers 
(ORAL OR WRITTEN) 
1. The indorsements on the back of a J. L. Doyle 

canceled check are shown at the Pag taiie ontaeet 
right. (a) How many times was Robert Austin 
this check transferred? (b) What W. B. Maine 
is the nature (in full, in blank or For Deposit 
restrictive) of each indorsement? Robert Austin 

2. James Dawson has a check payable to himself for $75.00 signed by Joseph 


10. 


Smith. ‘Show the necessary indorsements if the check is transferred 
(a) by the payee to A. L. Ball by an indorsement in full, (b) by A. L. 
Ball to C. H. Shoe by an indorsement in blank, (c) by C. H. Shoe to 
Abbott Bros. by an indorsement in blank, (d) by Abbott Bros. to the 
City National Bank for deposit? 


. Who is responsible for the payment of a postal money order? Why? 


. If the holder of a postal money order for $25.00 loses it, how may he avoid 


the loss of the money? 


. Can the finder of an express money order which is indorsed in blank secure 


the amount of money mentioned in the money order? 


. If the owner of a business cashes a check at the bank using one of the 


blanks on the counter and fails to fill out a stub and remove the blank 
check in the check book, when would his bookkeeper know that the 
check had been issued? 


. The information in the illustration at the left appears on the stub of a 


check, supplied a depositor by the 


Laken cs March 5,19............ City National Bank. (a) What in- 
acy A ee Mfg. - ic tee formation was written on the check? 
| aoe $121 ge acon Soot oie (b) What entry will be required to 


record the check? 


. The bookkeeper issues a check but forgets to provide the needed infor- 


mation on the stub. How may he secure this information? 


. If it is desired to retain a copy of each deposit ticket, how can this be done? 


The information in the illustration at the left appears on the stub of a 


No. 128 check, supplied a depositor by the 
Dates, osx « Ad Gay 1 TO sins om oleae i i 

Order of..... as A UatT foen se cue Gity Nase Pan had saat sit! 
Borie & Mey TENE i Ridhie ches - will be required for this payment? 
ot gases ten Eee fae neath (b) What effect does this transaction 


have on the assets and expenses? 
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Exercise 69, Reconciliation of the Bank Account 


The first illustration below shows the bank’s monthly statement of its 
transactions and the second illustration, the depositor’s record in check regis- 
ter form. ) 


MILLER, JAMES M. 15 
VOUCHERS 
IN ACCOUNT wiTH FIRST NATIONAL BANK __ RerTuRNED 
DATE CHECKS IN DETAIL DATE DEPOSITS 
BALANCE BROUGHT FORWARDI>>| June 1 $613 .28 
June 5 100.00 21.50 6.27 
9 1.00 2.08 6.00 
June 10 150.00 
15 le CO Oris 1.82 
20 ogg Slee 12.50 20 50.00 
30 16.49 19.67 101.28 25 150.00 


BALANCE | $576.37 


CHECK REGISTER 


DEPOSITS | CHECKS 

Balance 
Date Amount 1 Date Check No. | Amount 

ame’ ts a apes SE eh ee ae 613/28 
- re Ree S| eer ee | ew eee 2 217 100 | 513/28 
ee eae ee Nene scr 3 3 218 21/50 491/78 
Ne sete [ae Newer 3 219 6/27 485/51 
fy Gert eee 4 220 13/32 472/19 
dt. 6 221 1 471|19 
ae 7 222 2/08 469|11 
Bert: 2 2 Me ee ition. 8 223 6 463|11 
June | 10 EO ieee ee st ardor) 4 eevee aceie|| seen oes 613/11 
neces oak ee eee } 11 224 21/76 591/35 
2 et ee eee 13 225 9/13 582/22 
ee ee eee 14 226 1/82 580/40 
bh. oe | eee 15 227 17|97 562/43 
eer ee Mibaro sas 16 228 16/19 546|24 
voce: | oe ean eS Coney cc eee | cor 18 229 51/22 495/02 
DS, 2 ee 18 230 12|50 482/52 
20 BOK Pet al Re te oc eles BORE He ole rece Ret 582/52 
se > roe eee 22 231 16/49 516/03 
ee ; 24 232 19/67 496/36 
25 OME areal Mt dect| a criteremtemer: oll dtr arece EGE 646/36 
ee age 28 233 101/28 545/08 
wuln Bot Say Ober Gneee Rec oak CHE | erage 29 234 35/40 509/68 
jicoehg brill 2 Be cee le een ee 30 235 8/21 501147 


Instructions. Show a reconciliation of the bank account in the same form 
as that illustrated on page 180. The bank statement does not show the check 
numbers, but it does show the amounts and since there are no two checks 
which have the same amount, it will be easy to check the two records. 
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Exercise 70, Transactions with the Bank 


During the month of April, J. E. Gill, a retail coal dealer, made deposits 
in the First National Bank and issued checks on the deposits in the bank as 
follows: 


2. Deposit $2,900.00 18. Check 713 $457.74 
2. Check #1 208.80 14. Check #14 48.10 
2. Check #2 20.00 14. ‘Check #15 218.42 
3. Check 73 450.00 14. Deposit 341.38 
4, Check #4 101.00 16. Check 716 150.00 
5. Check #5 150.00 18. Check #17 256.01 
6. Check #6 75 .00 21. Check 718 94.75 
7. Check #7 165.50 21. Deposit 791.00 
7. Check #8 40.00 24. Check 719 141.32 
7. Check #9 38.00 25. Check 720 103.88 
7. Deposit 248 .65 27. Check 721 279.77 
10. Check #10 445 .23 28. Check 722 38.00 
11. Check #11 60.00 30. Check #23 567.43 
11. Check 712 49.50 30. Deposit 815.24 


Instructions. (1) Show the balance in the bank after each check was 
subtracted or each deposit added in the same form as Illustration 38. 

(2) May 1, the bank statement received with the canceled checks showed 
a balance of $1,667.57. A comparison of the canceled checks with the stubs 
showed that checks Nos. 9, 19, 22, and 23 had not been paid. Show the 
reconciliation of the bank account in the same form as illustrated on page 180. 


PRACTICE SET No. 2 


The transactions for this practice set are separate from the text because 
each transaction is represented by a business paper. The records are made 
from the facts given on the papers and not from a narrative of the transac- 
tions, as in Practice Set No. 1, page 109. 


CHAPTER XVI 
AVOIDING, LOCATING AND CORRECTING ERRORS 


The purpose of recording transactions is to provide correct information. 
If there is an error either in the calculations necessary to ascertain the facts 
recorded or in recording these facts, the information provided from the book- 
keeping records will be incorrect. The discussion in this chapter relates to (a) 
safeguards to avoid errors, (b) effective means of locating errors, and (c) 
methods of correcting errors. 


Avoiding Errors. Incorrect records result from errors in 

(1) Mathematical calculations; and 

(2) Recording incorrect amounts or incorrect account titles. 

The best means of avoiding errors in mathematical calculations is to 
_ verify all calculations before recording the transaction. The best plan for 
avoiding errors in recording amounts is to compare the amount recorded with 
that on the business paper which forms a basis for the record before filing the 
paper. Each verification should be indicated by a check mark (1/). 


Verifying Extensions. The calculations necessary to ascertain the 
amount of a purchase or sale as stated on an invoice are referred to as the 
extensions. Checking the calculations on an invoice is referred to as verifying 
the extensions. An invoice should not be recorded in the purchases journal 
or a sales ticket should not be recorded in the sales journal until the extensions 
have been verified. Check marks at the left or right of the various calcula- 
tions on the invoice or sales ticket will indicate this verification. 


Verifying Amounts. Each entry in a journal is made from a business 
paper. Thus, the entry in the purchases journal is made from the invoice; in 
the sales journal from the sales ticket; in the cash receipts journal from the 
check received or the receipt stub; in the cash payments journal from the 
receipt received or the check stub; and in the general journal from the note, 
note stub or other paper. When a transaction has been recorded, the amount 
recorded should be checked with the amount on the business paper before 
the business paper is filed. 

Checking the business papers should be indicated by a check mark either 
at the left or right of the amount on each paper. A definite position should 
be used so that the one filing the papers may readily see they have been re- 
corded and checked. Checking the amounts recorded with the basis of the 
record should be done as soon as the entry has been made. 


Checking the Posting. Errors in extensions and in recording amounts 
in the journals as discussed above are not discovered by the Trial Balance 
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so it is especially important that they be discovered by checking. Similarly, 
errors in posting to the wrong account will not be discovered by the Trial 
Balance. In addition, errors in posting wrong amounts may be difficult to 
locate even if a Trial Balance out of balance does show that mistakes have 
been made. 

It is, therefore, important that the amounts entered in the ledger should 
be checked at the time the posting is completed. It is not customary to check 
all posting at a time later than the posting, unless necessary because the Trial 
Balance is out of balance. If each amount written in the ledger is compared 
with the book of original entry as soon as the posting is completed, it may not 
be necessary to check all the posting. 


Erasures. Incorrect amounts recorded in either a book of original entry 
or the ledger should not be erased. When an amount is erased, there is no 
means of determining the reason for the change, hence erasures may lead the 
owner or anyone examining the books to believe that the changes were made 
by the bookkeeper to defraud the owner. The change should, therefore, 
be made in such a way that the original entry and the new entry may both 
be examined and the reason for the change observed. 


Correcting the Amount. When an error is made that affects an amount 
only, it is ordinarily corrected by drawing a line through the incorrect amount 
and writing the correct figures above it. When the amount is recorded in the 
book of original entry only, that is, when the correction is made before posting, 
the amount recorded in the book of original entry is the only one to correct. If 
the error in the amount is not detected until after posting is completed, it is 
necessary to write the correct amount in the book of original entry and at 
once write it in the ledger in the same manner as in the book of original entry. 

The method of correcting an amount written in a book of original entry 
incorrectly is shown in the cash book on page 158. The method of correcting 
an amount written in the ledger is illustrated in the account with A. R. Jen- 
nings on page 161. 


Correcting the Account Title. When the wrong account title is stated 
in a book of original entry and the error is detected before posting, it may 
be corrected by drawing a line through the amount or amounts, placing a check 
mark in the folio column and recording the transaction correctly below the last 
entry recorded. Placing a check mark in the folio column indicates that the 
amount on this line is not to be posted; drawing a line through the amount or 
amounts is further warning not to post. 

When the entry has been posted to the account as stated in the book of 
original entry and this is the wrong account, the usual plan is to correct through 
an entry in the general journal. When an error is made either in the account 
title, in the amount, or in posting to the wrong account in one fiscal period or 
month and not detected until a subsequent fiscal period or month, it is custom- 
ary to make the correcting entry in the general journal. 
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The illustration at the right shows a check stub which contains specific 
information regarding the purpose 


of the check. The check mark at 
the right of the amount shows that No Ze = 
the check has been recorded on the 


payments side of the cash book. puke ae ea iva. 
When checking the entries on Favor of Be ag ea 


the payments side of the cash book eg 
with the check stubs and receipts, Bor see ae 


the bookkeeper found that the trans- Accounts “eee err 


action had been recorded as in the 
illustration below and the entry Amount of Check $42.00 7 _ 


posted as stated. iinaceai~ennt 

CasH Book Payments 
oF air — an ee eerennypomnenaaeaennaenaomeen a sig = Lannea tae ——_——— 
June 14 | Salary Expense | Check No. 181 12) 50 | | 


hee 


When the above entry is posted, the Salary Expense account will show 
- $12.50 more than was paid for salaries. The illustration below shows the entry 


Tune 15,19 necessary to correct 
=a a 8 NS I = = a = Sn SN EL this error. When 
Miscellaneous Expense......... | 12 50 | | this entry is posted 


Salary Expense............. ) 50 the balance of each 


expense account will 
show the correct 
amount. The check stub should be corrected as in the illustration above. 


To correct error in account | 
debited June 14. | 
| 


Errors in Posting to the Wrong Account. There is always a possi- 
bility of posting an amount from the purchases journal to a creditor other 
than the one from whom the purchase was made or in posting from the sales 
journal to a customer other than the one to whom the sale was made. Errors 
of this kind may be detected by the customer or creditor, but will not be 
detected by taking a Trial Balance. When an error in posting is detected, 
it is customary to draw a line through the wrong entry in the ledger and post 
the amount correctly. 


The method of applying this process for correcting an error 1s illustrated 
in the accounts with Central Hotel and M. A. Johnson on page 161. Through 
error the sale made to M. A. Johnson, October 26, page 157, was posted to the 
account with the Central Hotel. When the bookkeeper discovered the error, 
he drew a line through the $44.25 on the debit side of the account with the 
Central Hotel and posted the amount, $44.25, to the account with M. A. 
Johnson. This method of making the correction provides in the records 


full information regarding the error. 


If desired, an error in posting to the wrong account may be corrected by an entry in 
the general journal. If the error is not discovered until a subsequent fiscal period, it should 
be corrected by an entry in the general journal. 
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Exercise 71, Correcting Errors 
(ORAL OR WRITTEN) 


1. May 7. R. L. Baum, a retail florist, received an invoice for flowers from 
the J B. Milton Co. for $65.85. (a) In what book of original entry 
will this transaction be recorded? (b) What accounts will be debited 
and credited? 


2. May 15. When the bookkeeper was auditing for payment the invoice 
mentioned above, he discovered that the amount should have been 
$63.45. How will this error be corrected (a) if the entry has not been 
posted? (b) if it has been posted? 


3. The following is quoted from a letter received by A. Kahn from J. L. Ray. 
“Tnclosed find check for $32.85 in full for your sales invoice No. 216, 
$31.50. You will observe there is an error of $1.35 in your favor in the 
extensions of the third item.”’ (a) What amount was recorded in the 
sales journal for this sale? How will this error be corrected (b) if the 
entry has not been posted? (c) if it has been posted? (d) If this error 
was reported in a subsequent month in what journal would the correct- 
ing entry be made? 


4. The bookkeeper could not prove cash June 11 because he had recorded a 
check received from a charge customer for $27.95 as $29.75. How 
will he correct this error in the cash book? 


5. A note received from a charge customer was recorded in the general jour- 
nal as a debit to the Notes Receivable account for $127.50, the face of 
the note, and a credit to the account with the charge customer as $125.70. 
(a) Will this error be detected by the Trial Balance? How will it be 
corrected (b) if the entry has not been posted? (ce) if it has been posted? 


6. Allowed James Brown credit for $12.50 merchandise returned. This 
transaction was recorded as a debit to James Brown and a credit to Pur- 
chases. How will this error be corrected (a) if the entry has not been 
posted? (b) if it has been posted? 


7. A charge sale recorded in the sales journal as $87.65 was posted to the 
account with a charge customer as $87.25. A check was received from 
the charge customer for $87.65 and recorded correctly in the cash book. 
When posting from the cash book, the bookkeeper discovered the error 
made when posting from the sales journal. How will he correct this 
error? 


8. The information regarding a check as stated on the stub was “For cash 
purchase”. When recording this transaction in the cash book the book- 
keeper through error recorded “Smith Bros.’”’, the name of the firm from 
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whom the purchase was made, instead of “Purchases”, the correct title 
of the account. How will this error be corrected if it is discovered (a) 
before posting? (b) after posting? 

9. Received from L. A. Noe a 60-day 6% interest-bearing note for $125.00 
in full of account. This transaction was recorded in the general journal 
as a debit to the account with L. A. Noe and a credit to the Notes Re- 
ceivable account. How will this error be corrected if discovered (a) 
before posting? (b) after posting? 

10. The entry at the right appears in the general journal of J. E. Anderson. 
State the ac- : 


counts as they . See . 

would appear Vee = ae Taeies 

if this error Rs +4 
LEE 87125 

was detected oO aoe ne 

(a) before post- wrnerehanvalisernetisrriedt nifusllef aco 

ing; (b) after 

posting. 


ERRORS DETECTED BY THE TRIAL BALANCE 


The Trial Balance in Balance. When the Trial Balance balances, it 
indicates (a) that the addition of the Trial Balance is correct, (b) that the 
account balances are listed on the Trial Balance as stated in the ledger, and 
(c) that the sum of the debits in the ledger equals the sum of the credits. 

When the Trial Balance does not balance, it indicates an error (a) in the 
Trial Balance, (b) in the ledger, or (c) in a book of original entry. The error 
in the Trial Balance may be in addition or in listing the account balances. 
The error in the ledger may be in addition, subtraction, or in posting. Anerror | 
in a book of original entry may be in the addition of the purchases or sales 
journal, or in the general journal through failure to have the debit and credit 
amounts equal in each entry. The correctness of the cash book entries is proved 
through the cash proof. 


The Trial Balance Out of Balance. When the Trial Balance does not 
balance, it is necessary to locate the error by a systematic procedure. Nothing 
can be gained by “looking over” the ledger with the hope of finding the error 
by accident. Any systematic method of procedure is satisfactory. The 
following is suggested: 

(1) Prove the addition of the Trial Balance. 

(2) Examine the account balances on the Tria! Balance and be sure that 
all debit balances are in the left column and credit balances in the right column. 
Asset and expense account balances and the balance of the Drawing account 
are usually debits. Liability and income account balances and the balance of 
the Capital account are usually credits. 

(3) Beginning with the last account balance on the Trial Balance, com- 
pare it with the account balance in the ledger. Indicate comparison by check 
marks on the ledger and Trial Balance. When this process is completed, 
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review the Trial Balance and ledger to ascertain if there are any account bal- 


ances not checked. 

When checking for a specific purpose, check marks should be placed in the same posi- 
tion in the ledger and in the same position on the Trial Balance or journal. This facilitates 
locating errors through amounts that are not checked. Thus, if the first vertical line at 
the left of the debit column of the Trial Balance is selected for the checking suggested and 
all check marks are placed on this vertical line, it will be easy to determine after the checking 
is completed whether any amount is not checked. 


(4) Ascertain the amount of the difference, also one-half of it if the amount 
is divisible by ‘‘2”. 

(5) Compare the amount of the difference or one-half of it with the 
amounts recorded in the books of original entry and check the posting of 
similar amounts. An error of $25.00 may result from posting a debit of $12.50 
as a credit or the failure to post a debit or credit item of $25.00. 

(6) If the amount of the difference is divisible by ‘{9”, it indicates trans- 
posed figures. Thus, 36c posted as 63c would result in an error of 27c; $92.00 
posted as $29.00 would result in an error of $63.00. 

(7) Verify the addition and subtraction necessary to ascertain each ac- 
count balance. As this is done, verify the equality of debits and credits in the 
personal accounts which have been ruled during the period under observation. 
Indicate verification of the account balances by a second check mark at the 
right of the account balance. When the verification is completed, review the 
account balances in the ledger to ascertain if there are any account balances 
which do not have two check marks at the right of them. 

(8) Verify the addition of the purchases and sales journals, and the equality 
of debits and credits in the general journal. The journal entries may be verified 
by proving each entry or by proving that the total of the debit amounts on 
each page equals the total of the credit amounts on the same page. 

(9) Check the posting from the sales journal, purchases journal, general 
journal and cash book. 


Correcting Errors Detected by the Trial Balance. When an error 
which affects the equality of the Trial Balance is located, it should be corrected 
at once. If it is the result of posting, the correction should be made in the led- 
ger by marking out the incorrect amount and posting the correct amount. The 
account balance should be immediately changed in the ledger and on the Trial 
Balance. The column of the Trial Balance in which the correction has been 
made should be re-added and the correct amount entered as the total. This 
procedure is followed, until the Trial. Balance is in balance. 


The Check Mark. When auditing to detect errors, a check mark should 
be used to indicate the audit. The check mark should be large enough to be 
observed but not so large that it will detract from the appearance of the ledger 
or books of original entry. The suggested size for check marks and their posi- 
tion in the ledger and books of original entry are shown in the illustration 
on the opposite page. 
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Exercise 72, Locating and Correcting Errors 
(ORAL OR WRITTEN) 


1. The footings in the Trial Balance at the right indicate that the Trial 
Balance is out of balance. (a) What is the : 
amount of the error? (b) tae | sus{io | 8143/43 43 
the result of transposed figures? ‘ 

2. The credit balance of an account with a charge customer is $6.85 because 4¢ 
the account is over-paid. Through error this amount is entered in the debit, 
eolumn on the Trial Balance. If this is the only error and the total of the debit 
eolumn of the Trial Balance is $17,461.80, what should the total of the debit 
and credit columns be after the error is corrected? _ 


3% L. Sage, a creditor, was overpaid $3.25. Through error the book- 
keeper lis soo this overpayment in the right columf of the Trial Balance. How 


much will the Trial Balance be out of djl planes (7. Yb, § 


Yt 3 Z 


Le 
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4. The Trial Balance is out of balance $42.53, the credit side being the 
larger. Through error the balance of the-Miscellaneous Expense account, 
$2140, was entered in the credit column. (a) What effect would this error 
mavas on the amount of the error in the Trial Balance? (b) What figures when 
transposed might cause the error remaining after the first one is corrected? 

5. The sum of the debit balances on the Trial Balance exceeded the sum 
of the credit balances $26.50. The bookkeeper discovered that the error 
resulted from posting an amount to the wrong side of an account. (a) What 
‘was the amount? (b) How was the error corrected? 

6. The account in the illustration at the left appears on the ledger of L. 
7 B. Hood. (a) Under 
Ms A. R. BROWN what conditions 


i UV 
a y os | | | would this error af- 
May | 7 127|| 53 _soa] Mey 17 C24 Bee fect the. ‘Tal oBal 


ce? (b) If these 
conditions exist, how much was the Trial Balance out of balance? (c) How 
would an error of this nature be corrected? 


Exercise 73, Working Sheet and Reports 


July 1. R. O. Knight invested $2,500.00 in the retail fruit business. At 
the close of July, the account balances on his ledger, as a result of the transac- 


R. 0. KNIGHT : tions completed dur- 
TRIAL BALANCE, July 31, 19 ing the month, are 
stated in the Trial 
DRG ea Seme A Ne aon 2, oe ee 558/62 Balane 
| Notes*Receivable................. 251/65 I z ke petals 
PipATcademelovel,.tugat.lnenene ee 62/50 nventories: Mer- 
: ps ee EMinit yo oe ee ee re chandise, $1,010.85; 
6| Merchandise inventory 02.1... | 14885 Supplies, $55.25. The 
WO DIMES h ela. AE Noe art ee BE 77\35 id ins@ i 
Gi Prepaid Insurance. .....-0.6,..05. 54/— prep eae 2 
i Egul pene Pee a eee ka + hs 925|— $42.50. The esti- 
8) uxcelstor! Creamery. .-...4.0....5- 227/80 
10| Carr Commission CO: ee ren 161|75 i doe : ape gs — 
_ [11] R. O. Knight, Capital. 0200001 2500|— + Preciation on equip- 
= NERC Knight sOrawingosse ek me. 112/50 ment is 1% 
BLES NE Piet ae CR 2 i eek 1S Aon 1975,69 : 
14 ANU PL Mes ae <i tot eS 1735/45 Instructions: (1) 
15) }ReniteBixmenses:..0. ae seer enn nc. ee 66 66 
do Salary Expense... 0.0% cscs ox 08 111/50 fae he og 
15} Miscellaneous Expense............ 81/90 balances on the Trial 
——|————__ Balance, the finven- ~ 
4865/24 ‘ z 
tals ae 4865/24 tories and the depre- 


| ciation, prepare a 
Working Sheet; the net profit should be $249.83 and the present proprietor- 
ship, $2,637.33. 

(2) Prepare a Balance Sheet and a Profit and Loss Statement. 

(3) Prepare the adjusting and closing entries. 


& 


CHAPTER XVII. 
NOTES RECEIVABLE AND NOTES PAYABLE 


The nature of notes receivable and notes payable and the method of 
recording them are explained in Chapters VI and VII. The following discus- 
sion provides a review of the preceding chapters and additional information 
relative to the use of notes. 


; ies, En ae J x 

A Promissory Note.\An unconditional written promise to pay a fixed 
amount of money at a stat ime, signéd by the person or persons agreeing 
to pay it, is referred to asa re note or a note, The one who signs the 
note is known as the maker; the one to whom the note is made payable is 
the payee. The amount stated in the note is the face value; the amount due 
at maturity is the maturity value. 

The note illustrated below is prepared on a printed form provided for this 
purpose. The date is May 16, the time sixty days, the maker A. E. Rey- 
nolds, the payee W. L. Harman, the face value, $255.68, the maturity value 
$255.68. This note is made payable at the Third National Bank which in- 
dicates that A. E. Reynolds will call at the bank on July 15 and pay the face 
of the note, $255.68. The number was placed on the note by the maker at 
the time the note was executed; a stub with a similar number containing 
full information about the note was retained by him. 
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Illustration 46, A Non-interest-bearing Note 


Purpose of Notes. Notes are usually issued for one of two purposes: 

(1) To secure additional time for the payment of a debt. 

(2) As evidence of a loan. 

A note received from a customer or issued to a creditor is usually for 
the purpose of securing additional time for the payment of an account. A note 
fissued to a bank is usually for the purpose of obtaining a loan. 

Note and Cash Received from a Charge Customer. When cash and 
a note are received from a charge customer for a part or all of his indebtedness, 
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the transaction affects the assets only. The asset cash and the asset notes 
receivable increase and the asset accounts receivable decreases the same amount 
as the sum of the two increases in assets. 


The note is recorded in the general journal as a debit to the Notes Receiv- 
able account and a credit to the account with the charge customer. The cash is 
recorded in the cash book as a debit to the Cash account and a credit to the 
account with the charge customer. When the journal entry is posted, the 
word ‘“‘Note” is written in the explanation column of the account with the 
charge customer to indicate the method of settlement. 


September 5. LL. W. Sawyer received from Fred Prater, a 
charge customer, a check for $86.95 and note No. 1 for 
$100.00 in settlement for balance due on account. 


The note is illustrated below. ‘The “No. 1” refers to the number of 
this note in the note _ 
recelvable register, f°" 
page 208. This g& 
transaction results | 
in an increase in the } 
asset notes recelv- 


able, $100.00; an § a2 cS PE ye 
increase in the asset | Dy, Aecctved wilh inlevesl ab 
cash, $86.95; and a jee 
decrease in the asset 
accounts receivable, $186.95. 
The entry in the general journal to record the receipt of the note is in the 
illustration at the 
: ‘ September 5, 19 
right. Notes Receiv- == 7 eee ——— 


able is debited to re- | Notes Receivable............. 100 

cord the increase in | oes ba BA ss eee | 100 
the asset notes re- | popes ees aie . | 
ceivable and Fred | 

Prater credited to record the decrease in the asset accounts receivable. 


The entry in the cash book to record the receipt of cash is: 


SS ti CasH ee ee 
19 | fe ed 
Sept. | 5 | Fred Prater fin full of account 86 95 | 
. Low | 
When the entries in the general journal and cash book have been posted, 
the account with Fred Prater will be in balance and the amount of the note 
will be recorded in the Notes Receivable account. Fred Prater still owes 
$100.00, but it is now in the form of a written promise as indicated by the entry 
in the Notes Receivable account. 
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Note and Cash Given a Creditor. When additional time is desired by 
the debtor for the payment of a past due account, the creditor will usually 
require part cash and a note for the balance. When the extension of time is 
secured under the conditions mentioned in the preceding sentence, the trans- 
action results in a decrease in the asset cash, a decrease in the liability accounts 
payable and an increase in the liability notes payable. The decrease in ac- 
counts payable is the sum of the decrease in cash and the increase in notes 
payable. The note is recorded in the general journal and the payment of cash, 
in the cash book. 


September 2. L. W. Sawyer gave Gordon Bros., a creditor, 
note No. 1 for $300.00 and check for $127.55 in full of ac- 
count, $427.55. 


The stub and the note before it was detached are illustrated below. The 
“No. 1” is the number in the notes payable register, page 208. 


tpleriilalerL. frense befits 


This transaction results in a decrease in the liability accounts payable, 
$427.55; a decrease in the asset cash, $127.55; and an increase in the liability 
notes payable, $300.00. 


The entry to re- 
tember 2, 19 eon 
Ens 4 [= = cord the note is in 
| | Corde Bronte. 3.4 0650082 ro vs 300 | the illustration at the 
INGLES PavablOwe aise = seen | | 300 left; the information 
| | Gave note No.1 to apply | | for this entry is ob- 


unt. 
on acco | _ tained from the stub. 


The entry in the cash book to record the payment of cash is: 


CASH 


———— — ————————————— — —— i | j 
Sept. 2 | Gordon Bros. In full of account | 127 | 55 | | 


| | , 
When the entries in the cash book and general journal awe been posted, 
the account with Gordon Bros. will be in balance and the amount of the note 
will be recorded in the Notes Payable account. L. W. Sawyer still owes Gor- 
don Bros. the amount of the note, but the indebtedness is recorded in the Notes 
Payable account because it is now in the form of a written agreement. 
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Borrowing Money from the Bank. When money is borrowed from a 
bank and the borrower issues his note as evidence of the loan, the transaction 
results in an increase in the asset cash and an increase in the liability notes 
payable. The borrower will be required to pay for the use of the money 
either at the time the loan is made or at maturity. 

The borrower usually leaves the money borrowed on amen with the 
bank, subject to check. The amount which the borrower receives or which is 
placed to his credit is usually referred to by him as the proceeds of the loan. 
When the borrower pays the interest at maturity, the amount of the proceeds 
is the face of the note; when he pays the interest in advance, the amount of the 
proceeds is usually the face of the note less the interest. 


September 10. L. W. Sawyer borrowed $1,000.00 from the 
First National Bank on his 90-day 6% interest-bearing 
note. Received credit for the proceeds, $1,000.00. 


The illustration below shows the note and stub. The record of this note 
in the notes payable register is on page 208. The transaction increases the 
asset cash and the liability notes payable the face of the note. 


— tromtse tof icdyl § 


In favor of 


taterest_L_% trom Lehto. /¢ 18 Geel ; 


The entry in the cash book to record this transaction is: 


nse: Receipts 
oa. Bot fo] Notes Payable 


Proceeds of note No. 2 


ae 


When this entry has been posted, the Notes Payable account will be 
credited with $1,000.00, thus recording the liability on the ledger. 


A Non-interest-bearing Note. When the note requires the maker to 
pay only the face at maturity it is referred to as a non-interest-bearing note. 
No reference to interest in the note always indicates that it is non-interest- 
bearing. If space is provided for the rate of interest.on the note and the note 
is non-interest- bearing, the better plan is to write “no” or draw a line in the 
space for interest, as in the notes on pages 198 and 199. This avoids the possi- 
bility of changing the note after it is issued. The face value and maturity 
value of a non-interest-bearing note are always the same. 


An interest-bearing Note. When the note requires that the maker 
pay the face and interest at maturity, it is referred to as an interest-bearing 
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note. The rate of interest should always be stated to avoid any possible mis- 
understanding regarding the amount of interest. This is true even though 
the legal rate (rate fixed by law) of interest is to be collected. Thus, in the 
note on page 200 the statement “With interest at 6%” indicates that L. W. 
Sawyer, the maker, has promised to pay $1,015.00 at the maturity of the note, 
$1,000.00 the face of the note and $15.00 interest. 


When a note is received, the face value is recorded as a debit to the Notes Receivable 
account whether it is interest-bearing or non-interest-bearing. The method of recording 
notes whether interest-bearing or non-interest-bearing when received at a value other than 


the face value is explained in a succeeding chapter. 1YtG® 
. 166 ‘ ve) y! ‘ } 
Exercise 74, Notes Receivable and Notes Payable 4S 
(ORAL OR WRITTEN) pbs 


1. The note illustrated at the right and cash were received September 1 in 
full for the past due account shown below the note. (a) On whose ledger does 
this accounts receiv- __ 
able account appear? pe 
(b) How much is the § 
past due balance? 
(ce) How much cash 
was received? (d) As 


bookkeeper for the § Viherecwed wilh ntaliali Lo 


payee, in what books § Y, is. Yio Ouebaysg Wettis) Sibeon/ 
RANT 5) Mc es neaatasannerennageeeenmnaitionscrtnimasncnanieneaion 


would/you record the 
cash/and the note? 7 = 3 Teel 
wp What accounts July {12/30 days| $27 || 141/50 || Aug. |12) 54.357 | C4]| 50 


WALTER GIBSON 


Up you debit?) ug, Aapebaas) Sslgsaas|| Pes eR 
edit? (g) Why? bél) ol 666 Ae, 

_ 2. “October 1. J. L. Boggs, a retail merchant, paid the aecpint fllustrated 
at the left with a check for $200.00 and a 60-day note for the balance.’’ (a) 
oD 2 0.0-0 What is the face of 


uit STRICKLAND Bros. Dalton the note? (b) Who 


will be the payee? 

138125 (c) The maker?(dy 
2 36 “As bookkeeper for 
Mr. Boggs, in what 
books of original entry will you record the transaction? (e) What account 


is debited? (f) What accounts are credited? 


Cay 
Aug. 
ept. 


P16 
P18 


17 
25 


J12 80 


C10 


25 
125 


ty 


y f 
Ry 3. “August 18. J. A. Saul borrowed $2,000.00 rok is City Bank on hig 


, 


wv 


the note.” (a) How will this transaction berec by Mr. Saul? (b) When 
will the note mature? (c) How much will J. pay itis bank at mee: ttt 


60-day, 6% interest-bearing note. Received ci for’ $2,000.00, the face of 
aul 


\ 
dn, 
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— 


Ae May “Sie Ee Boles received from W. O. Duncan a 60-day, 6% 
interest-bearing note for $125.00 and cash $52.50 in full of account, $177.50.” 
(a) How will this transaction be recorded by the payee? (b) When does the 


note mature? (c) What amount will W. O. Duncan pay at maturity? 


5. “March 12. Martin Bros. received from L. C. Aul a 60-day, 6% inter- 
est-bearing note for $400.00 and a check for $125.35 in full of account, $525.35.” 
(a) How will this transaction be recorded by the payee? What effect does it 
have on (b) the assets of the payee? (c) the liabilities? (d) What is the ma- 
turity date of the note? (e) How much will the payee collect at maturity? 


\ 
ie ; 
\ Collecting Notes Receivable. The maker of a note promises to pay the 


_Jamount stated in the note to the payee at maturity. If the payee holds the 


b 
b/ 


note until maturity, he should notify the maker a few days before maturity 
so that the maker may be prepared to pay the note. If the payee transfers 
the note to another before maturity, the one to whom it is transferred, usually 
referred to as the holder, should notify the maker before maturity. 


The holder of a note receivable usually collects it through a bank, either 
the one at which he does business or the one at which the maker has made 
it payable. The note is left with the bank a few days before maturity so that 
the maker may be notified and through this notice know when and where to 
pay the note. The collecting bank notifies the maker before maturity of the 
note. When the maker pays the note, the collecting bank notifies the holder 
that it has been collected. If the holder is a depositor of the bank, he receives 
credit in his account for the amount collected; if not a depositor, he will re- 
ceive a bank draft or cashier’s check for the amount collected. 


May 20, the payee of the note shown below, transferred the note to the 
Merchants Bank __ 
at which it is pay- 
able for collection. 5 
The indorsement 
was “Pay to the 
order of Merchants 
Bank, For collec- 


tion, hy Nixon.” 
\ 


x 


_ Marrs Ceboy - Lead’ 31.19 NS 


is is nota 
transaction, hence “= ; 

. 3 . . 
no entry is required. If the notes are recorded in a note register as illustra- 


ted at the conclusion of this chapter, a notation of the disposition of the note 
is made in the register. 


The notice at the left in the illustration at the top of page 203 was mailed 


by the bank to the maker of the note before the maturity of the note. The 


notice at the right in the illustration at the top of page 203 was mailed to 
C. H. Nixon by the bank after the collection had been made. 


, 
lay 
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o~ me : 
a yi MERCHANTS BANK NOTICE OF COLLECTION 
MERCHANTS BANK 
May 24 re —_ sume dito 
AL C. H. Nixon : 
\__/R. Le. Houston City 
Cit WE HAVE PLACED $227050 to your creDIT. 
| THIS 1S THE PROCEEDS orvour 20te ss terrror 
Your {sccsponee} for $L27+50 will be due—M@y 50 19 | | oo ection May 20 19 _rors.127-50 ano 
yout carly Actention will oblige: INTEREST $ , LESS OUR COLLECTION CHARGES 
$ . PRESENT THIS NOTICE WITH YOUR PASS BOOK. 
O. Garber ‘ , ©. GARBER 
Cashier oe | P eae CASHIER 


Receiving credit at the bank for $127.50 (see notice above) is to C. H. 
Nixon a transaction in which the asset cash is increased and the asset notes 
receivable decreased the amount of the collection. 


Fi 


The entry to record this transaction in the cash book is: 2p 
oD: 
_ i tlie ERAS Seis EE Eee 
en) Nett. Ue wae ee Ae ee ee 
June | 1) ‘Notes Receivable 'R. L. Houston note i 127160 | = 


Collection Charges on a Note. Banks usually make no charge for 
collecting a note for a depositor. Banks do, however, make a collection charge 
when a note is collected for a non-customer. The collection charge is deducted, 
from the amount collected. This means that in the case of a non-interest- 
bearing note the holder would receive less than the face of the note if the col- 
lecting bank charged for collecting it. 


The collection of a note when the holder receives the face of the note is 
an exchange of one asset for another. When the holder receives less than the 
face of the note as the result of a collection charge, the difference between the 
face value and the amount received is an expense usually referred to as col- 
lection expense. 


The payment of collection charges for collecting a note requires a record 
of the expense. There are a number of methods which may be used for re- 
cording this expense but only the most common is illustrated here. In this 
method, the transaction is recorded in the general journal and the cash in 


the cash book. 


In the general journal entry Cash is debited to record the increase in the 
asset cash, Collection Expense is debited to record the increase in expense 
because of collection charges, and the Notes Receivable account is credited 
to record the decrease in the asset notes receivable. The amount of cash col- 
lected is recorded on the receipts side of the cash book. Check marks are used 
to avoid double posting to Cash and Notes Receivable accounts. 
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Recording Collection Expense. May 9. C. H. Nixon received a bank 
draft and the notice in the 
illustration at the right be- 


ATLAS NATIONAL BANK 


cause of the collection of a Cantina, 2 ae Se ee 
. . PLease Note THAT COLLECTIONS HAVE BEEN MADE AS FoLLOws: 

note, as described in the no- ee = —— 

tice. The face value of this eR aA (ee 


note, $217.50, is a debit in 
the Notes Receivable ac- 
count on his ledger. This 
transaction results in a de- 
crease in the asset notes To ¢. H. Mixon, 
receivable $217.50, an in- are 

crease in the asset cash 
$216.85, and an increase in the expense 65c because of collection charges. 


The general journal entry at the left and the cash book entry below 


Chicago draft for $216.85 inolosed. 


ALL ITEMS CREDITED SUBJECT TO FINAL PAYMENTS 


May 9,19 record the transac- 
p= e = ae i = > — = — ———————— a ——e tion. The check 
Hi Gaal) Py eat eee eee 216 85 marks in the folio 

| {Collection Expense............ ) 65 701 
| Notes Receivable ........... | 217150 Colman = Sa 
| Proceeds of J. M. May | ) . double posting to the 
note. i ae ' Cash and Notes Re- 


_ celvable accounts. When the entries not checked have been posted, the Notes 
Receivable account will be credited for the face of the note and the Collection 
Expense account debited for the collection charges. 


CASH 


Receipts : 


‘a peas a re 
May |9. RY oes Receivable Proceeds of J. M. May note | 216 85 
| . | ) 


The Collection Expense Account is a record of the increase in expense 
because of collection charges paid collecting agents. ‘ 


This account is debited for the increases in collection expense. 
The debit balance of this account shows the total collection expense and 


is closed into the Profit and Loss Summary account. 


When the bank charges for collecting out-of-town checks, the deduction made from the 
deposit because of these collection charges is usually regarded as a collection expense and 
-recorded in the Collection Expense account. 


Renewal of a Note Receivable. When the maker of a note receivable 
desires an extension of time for a part or all of the note, it is customary to re- 
quire a new note for the amount on which the extension of time is granted. 
When cash is collected for part of the note and a new note received for the 
balance, the transaction results in an increase in the asset cash for the amount 
of money received, an increase in the asset notes receivable for the face of the 
new note, and a decrease in the asset notes receivable for the face of the old 
note. When the new note received is for the same amount as the old note, 
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the nature and amount of the assets do not change but the renewal of the 
note should be recorded as a debit and credit to the Notes Receivable account. 


November 12. C. H. Nixon received from Walter Meyers 
$50.00 in cash and note No. 27 for $122.50 in settlement for 
note No. 14, face value $172.50. 


This transaction affects only the assets. The numbers refer to the note 
register numbers. The general journal entry at the right and the cash book 
entry below record 
the transaction. The = ——— Se Gubes ee CAS iE 
debits record the in- a | | 


: oF Fi hare oidth 22 Wout cota d aie ca | 60 |— 
creases in assets and | Notes Receivable............. | 122 150 


. Notes Receivable........... i 172) 50 
the credit, the de- Renewal of note No. 14 | | | 
crease in assets. | | 
Check marks are used to avoid double posting. 


19 
Nov. 


2 V iis Receivable | ere payment, Note No. 14 54 — art | 
' i H | 


When these entries are posted, the face of the old note recorded in the 
Notes Receivable account will be canceled through the credit entry and the 
face of the new note will be recorded through the debit entry. 


November 26. C. H. Nixon received from E. L. Hammer 
note No. 28 for $195.75 to renew note No. 16 for $195.75. 


This transaction does not change any account balance but the new 
note should be recorded because of the extension of time. The entry in the il- 
Movember 26,19 lustration at the left 

——— fb mt Shows the method of 
Notes Receivable............. | 195|75 | / recording the new 


Notes Receivable. SONS) ) — 195 75 note and canceling 
Renewed note No. | eat | the old note. 


Renewal of a Note Payable. This refers to an extension of time for 
the payment of a part or all of a note payable. When a part of a note payable 
is paid at maturity and the balance renewed with a new note, the transaction 
results in a decrease in the asset cash for the amount of cash paid, a decrease | 
in the liability notes payable for the face of the old note, and an increase in 
the liability notes payable for the face of the new note. When an extension 
of time is for the face of a note payable, the transaction does not change any 
account balance but should be recorded because of the extension of time. ~<< 
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December 1. C. H. Nixon gave the City National Bank 
check for $200.00 and note No. 22 for $300. = in settle- 

ment for note No. 15, $500.00. 


This transaction affects the assets and liabilities. The numbers refer to. 


entries inthe’ note December 1. 19 PAGE 11 

register. The general __- . ee 

journal entry at the | .| Notes Payable.............-.-- 500 — r 

right and the cash “4 v | Gash Po) een eae 200 — 

book entry bel | | Notes Payable. 2 osee ee. oe 300: — 
OOK entry below re- ee fed Gave check for $200.00 and | | 

cord the transaction. S| note No. 22 in settlement for 

Check marks are used pik ie eA u | 

to avoid double posting to the Cash and Notes Payable accounts. 


CASH | _ Payments 
(0 oa | ne a 
Dec. | 1 V | Notes Payable |Note No. 15; see journal, page 11 ) caps! | 

i i ‘ : ; 


When these entries are posted, the old note will be canceled through the 
debit entry and the face of the new note will be BEES through the credit 
entry. 

December 15.-C. H. Nixon renewed note No. 16 for shite 00 
with note No. 23 for the same amount. 


This transaction does not. change any account balance but the new note 
should be recorded because of the extension of time. The entry in the illus- 
tration at the left 

Ss shows the method of 
) recording the new 


December 15; ES 


ines Pavah lone nies 600 — 


Notes *Payable> c.f... 2ses08 - 600 — note and canceling 


| 

‘Renewed note No. 16 with ee : 
| T note No 23° by | | | the old one. The | 
the transaction and i in the ooo refer to the numbers i in the notes pay- 
able register. 


The method of recording interest when notes are calietted. paid, or renewed is not 
included in the foregoing discussion of notes. This subject is explained i in the next chapter. 


Indorsement of Notet A note may be indorsed (a) to transfer the . 
title, (b) as security, (c) for part payment, and (d) for collection. Indorse- 
ments are written on the back in the same manner as the indorsements on 
checks. An indorsement for security may be written on the face under the 
name of the maker provided the surety writes “surety” after his name. 

An indorsement to transfer the title may be made in blank or in full. An 


indorsement for security is usually made in blank. An indorsement for part 
payment contains the date and amount of the payment; no name should ap- 
_ pear in connection with this indorsement because it might be interpreted as 
surety. An indorsement for collection includes’ “for collection” or “for col- 
lection and credit”, the name of the collecting agent and the one for whom 


numbers stated in _ 
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the note is collected. Each indorser for transfer of title on a note is responsible 
| for payment unless without recourse appears in connection with his indorsement. 
The illustration below shows the face of a note on the date of issue. 


Mia eee ch ge SS a eT OO, AG tee! s s 
= oftrdale 4 promisedlepaay lo 


A ff lig =e lbs 7 
Zyohin si 


Vithuerecued with inerestal the rate trea cen fears 


Ao 


The illustration below shows the back of the above note when it was 
returned to the maker. The first indorsement is for surety; the second, re- 
~ ceipt for part payment; the third, for transfer; and the fourth, for collection. 


(Qpu.s0 “Jlceived. tro 


(For collection) 
THIRD NATIONAL BANK 


§ 
Ey 
; BS 
z 


72 eo A doris (sere 


A Dishonored Note Receivable. When the maker of a note refuses to 

- pay or renew it at maturity, the note is said to be dishonored. When a note 

is dishonored, the maker is not relieved from the responsibility of paying it. . 
‘To the holder, a dishonored note is an asset and will remain as an asset until 

it is collected or charged off as a bad debt. 

The asset value of the dishonored note may be allowed to remain in the 
Notes Receivable account, it may be transferred to an account with dis- 
honored notes or it may be transferred to the account with the charge cus-. 
tomer. The only purpose in transferring it would be to have the Notes 
Receivable account show only the asset value of notes not yet due. 

The illustration below shows the entry required to transfer the amount 
of a dishonored note December 4,19 
(oumMiORene: <- | | 22 *. 1. | FeAl 

ceivable account to | L. C. Spence... Ys... i ae | 350}— | 
the account with the =| NOS Snored note dus today. | 
charge customer ) | | | | 
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from whom it was received. The debit to the account with the charge customer 
records the increase in the asset accounts receivable, and the credit to the Notes 
Receivable account, the decrease in the asset notes receivable. 


When this entry is posted, ‘“Dishonored note’’ will be written in the ex- 
planation of the account with L. C. Spence, and “L. C. Spence” in the expla- 
nation of the Notes Receivable account. The dishonored note is retained by 
the holder as evidence of the debit to the account with the charge customer. 


When there are indorsers on a dishonored note, it should be protested in 
the same manner as for a dishonored check as explained on page 185. The 
method of recording a dishonored note, which has been protested in order to 
hold the endorsers, and recording the protest fee is explained and illustrated 
in a subsequent chapter. 


Note Register. The Notes Receivable account contains a record of all 
the notes receivable and the Notes Payable account, the notes payable. When 
the transactions with notes receivable and notes payable are numerous, it is 
customary to maintain a supplementary record of these notes in registers 
for notes receivable and for notes payable. The title of each register indi- 
cates the nature of the notes recorded in it. 


The ruling in each register provides full information regarding each 
note on one horizontal line. This information includes not only that pro- 


NOTES RECEHVABLE REGISTER 


DATE ‘our | j 
| 


MAKER | PAYEE AND ENDORSER WHERE PAYABLE } ae 


_ RECEIVED | x 
hes a Feral er eet oe Bearer Batt Cat pan [BEE RE 
lve | = osu UAT itoore’ Fist fait. Sank Gey ale of Cfeeg.so 
vale « ack Li ea acerper epee ML Flag v= 
Jo ‘ Plas Ee Ye aR es Pir fillofaccount 


Illustration 47, Notes Receivable Register (Left Page) 


NOTES PAYABLE REGISTER 


ri DATE ISSUED . | PAYEE ) ; ADDRESS in be i WHERE PAYABLE | vy a al 
ey) | > EAE ee 6 See YP IB Fs Ba 
eae Cie no eee ze, , Latest oonek, oe 
pe \3 “Sewing oar aTe ry are fall of meerrent 
23 = ee Clnlong ion leptin’ nk uot Erohen tara Doslaat 
30 |s But atl Sank. City Fatale ee wine d 
. 


Illustration 48, Notes Payable Register (Left Page) 
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vided at the time the note is received or issued but all facts regarding the 
note receivable and note payable until collected or paid. 


The Notes Receivable Register in the illustration contains a record of 
the five notes received by L. W. Sawyer during the month of September. The 
first entry is for the note illustrated on page 198. The other entries were made 
from notes similar to this. Full information regarding each note is recorded 
on one horizontal line. All of the vertical columns are filled out at the time . 
the note is received except the two at the extreme right; the entries in these 
columns are made at maturity or at the time the note is sent to the collecting 
bank for collection. 


Hach note is recorded in the note register at the time it is received and 
the number of the note register used in describing the note when recording in 
the book of original entry and when collecting. The note register number may 
be entered on the note if desired. 


The Notes Payable Register at the bottom of page 208 and this page 
contains a record of the five notes issued by L. W. Sawyer during the month 
of September. The first and second entries are the notes illustrated on pages 
199 and 200. When the notes payable register is used, it is not necessary to 
provide information regarding the note on the stub as in the illustrations. 


NOTES RECEIVABLE REGISTER 


DATE OF PAPER. ; ai “RATE | MATURITY | 


—— TIME | MATURITY i FACE VALUE OF | | DATE COLLECTED / REMARKS 
"YEAR ARN MONTH | as wil INT | VALUE | ered Bek LS, 
| j 
Gh xtepf,| 2. Lanai | Feuen| 1 400;—4 t 400) — 


19 Lps,| ayo Oz% so | 25/50 cf) 250 74 arto Ufrrcer/ Fare A 
for ce hectcer SA afptoe 


| 
4G Leh 74m a aad stepot.2b, an ba gnc) “fo I each on ) 
i eA seared | 


/9 eps. = On 27 Fc 
19 shpt 30 | s0dayd see Die LJ F\b5 69% 476 E32) 


Illustration 47, Notes Receivable Register (Right Page) 


NOTES PAYABLE REGISTER 


aaa rr | TIME | MATURITY | FACE eae Fa VALUE CARE Dei 7 ee == 
| : eps | ) 
a ZA 2 | Ledley |\A (oe / 400|- Joo|— { 
= ) 4a 
4G whips. Ve) [fox te<t G\/00 0} CF | SOs 
‘9 ches Ee ce! Wehesdea yés\ro| / Ee Axe Aepher5,/9 j Cheeks Hfete7 
) | ac ‘5| b 463 [| 22- 
/9 wLiph 3 lee ateree| Alora \* Z| | | 
19 Lh Jo fen rein /o00|—| | 7000) — hh bf poacd, we cactveerices 
) ) eo, | 4 
Illustration 48, Notes Payable Register (Right Page) 
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Exercise 75, Notes Receivable and Payable 
| (ORAL OR WRITTEN) 


You may assume that each of the following transactions were completed 
in the operation of your own business. 


1. May 14. Gave Paul Green check for $137.50 and note No. 60, face 
value $200.00, in full of account, $337.50. (a) What effect does this transac- 
tion have on your liabilities? (b) State the entries to record the note and 
the cash paid. (c) Would a stub be necessary on the note if a notes payable 
register is maintained? (d) Why? 


2. May 23. Received from R. L. Gold check for $37.75 and note No. 42, 
face value $50.00, in settlement of account. (a) What effect does this trans- 
action have on your assets? (b) State the entries to record the note and the 
cash. 


A. May 16. Received credit at the bank for $1,000.00, proceeds of note 
No. 45, face value $1,000.00, interest rate 6%. (a) What effect does this trans- 
action have on your assets, liabilities and expense? (b) State the entry to re- 
cord this transaction. 


4, “We have credited your account with $250.00, collection of your note 
No. 37, face value $250.00.”” This quotation is from a notice received from 
the bank. (a) What effect does this transaction have on your assets? (b) How 
is the transaction recorded? 


5. “We have credited your account with $495.00, proceeds of collecting 
your note No. 75, face value $496.00.” (a) What effect does this transaction 
have on your assets and expense? (b) How is the note recorded? (ce) How is 
the cash received recorded? 


6. “Received note No. 75, face value $200.00, to renew note No. 52, 
face value, same amount.” (a) How does this transaction affect your assets? 
(b) How is it recorded? 


7. Received from James Sloan check for $50.00 and note No. 82, face 
value $100.00, in settlement for note No. 18, face value, $150.00. (a) What 
effect does this transaction have on the assets? (b) How is it recorded? 


Exercise 76, Recording Notes Receivable and Payable 


Record each o1 the following transactions in the cash book or cash book 
and general journal as required: 


1. May 7. Received from O. L. Taylor note No. 27, face value $87.50 
in full of account. : ‘ 


2. October 5. Received cash, $125.00, from J. L. Jordan in full for note 
No. 18, due today. 
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ovember 10. Rose credit at the First National Bank for $200.00, 
face of our interest-bearing note No. 22. 


4. May 4. Gave C. W. Powers a check for $50.00 and note No. 31, face 
value $250.00, in settlement for note No. 19. 


5. June 16. Received from James Dailey check for $25.00 and note No. 
29, face value $75.00, in settlement for note No. 20. 


6. October 21. Received from the Traders Bank a ecashier’s check for 
$199.40 for note No. 76, face value $200.00, left with this bank for collection. 


7. March 11. Gave L. C. Hauck a check for $116.50 and note No. 42, 
face value $100.00, for note No. 27, face value $216.50. 


8. February 17. Received from B. A. Davy check for $16.50 and note 
No. 44, face value $83.50, in settlement for note No. 28, face value $100.00. 


9. March 3. Gave the City National Bank a check for $300.00 in payment 
_ for note No. 52. 


10. September 25. Charged D. A. Long with $125.50, face of note No. 
638, dishonored by the maker 


Exercise 77, Working Sheet and Reports 


The Trial Balance in the illustration at the elles was prepared from the 
ledger of J. L. Bron- ; 


son at the close of the J. L. BRONSON 
fiscal year ending TRIAL BALANCE, June 30, 19 


June 30. The inven- 
tories are as follows: 
merchandise, 
$11,594.55; supplies, 
$125.05; prepaid in- 
surance, $264 .46. 
The equipment is de- 
preciated 5%. From 
the account balances 
and the facts stated 
regarding the inven- 
tories and deprecia- 
tion prepare (a) a 
Working Sheet, (b) lL 
Balance Sheet, (c) 

Profit and. Loss 

Statement, and (dy adjusting and closing entries. The net profit should be 
$4,938.84 and the present capital $16,838.84. 


Cash's cei ger ee. Se. || 11,333/65 |) 


Accounts Receivable.............|| 17,562/90 
Merchandise Inventory..........|} 2,346/95 
Office Supplies tics ces .conh snc tal 630/40 
Prepaid insirances se ve eee 902/30 
Equipment. . 5 ea 970|— 
Depreciation Reserve aetitc. Peed 97 — 
Notes Payable. . Re eae | 8,000|\— 
Accounts Payable... ARPA les ay 8,562/98 
Julie bronson- Capitals. sae. 12,500|\— 
Jer Bronusonee Drawing... euia 600, — 
SUI ek oy & ido Sun che Pa TE ro ee 32,265 33 
Pur GhasGamed. <8 4-5 den. Re deena. | 29,431,65 
Rentehxpernsena.. onto struckcam ae: || 2,200\— 
SalavyeurmpensOss 5 0 a. nee osc eas 3,000 — | 
Miscellaneous Expense... ‘ 750|75 


'| 61,425 31 || 61,425 31 


| 
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CHAPTER XVIII 
INTEREST EXPENSE AND INTEREST INCOME 


Interest is a service for which money is paid or collected for the use of 
money. The discussion in this chapter relates to interest as an expense and 
interest as an income. 


Interest. Businesses frequently find it necessary to borrow money to 
finance their operations. They are required to pay for the use of this money 
the same as they are required to pay rent for the use of a building. The amount 
of the charge is expressed as a per cent of the amount borrowed and is known 
as interest. Interest at six per cent means that a charge of six cents is made 
for each dollar borrowed for one year. The payment of money by the business 
for interest causes a decrease in proprietorship, usually referred to as interest 
expense. The receipt of money for interest causes an increase in proprietorship, 
usually referred to as interest income. 


Interest on Notes Payable. When a note payable is issued and the 
maker agrees to pay interest for the use of the money, the interest may be 
paid in advance, that is, on the date of the note, or it may be paid at maturity. 
When the maker pays interest in advance, he issues a non-interest-bearing 
note; when he is to pay interest at maturity, he issues an interest-bearing note. 

At maturity the maker of an interest-bearing note will be required to 
’ pay more than the face of the note because of the promise to pay interest. 
The payment of an interest-bearing note, results in a decrease in the asset 
cash for the amount of cash paid, a decrease in the liability notes payable for 
the face of the note, and a decrease in proprietorship (increase in expense) 
for the difference between the cash paid and the face of the note. This effect 
is recorded as a debit to the Notes Payable account, a debit to the Interest 
Expense account, and a credit to the Cash account. 

December 1. D. C. Barnes issued a check for $2,525.00 in 
payment for note No. 87, face $2,500.00, and interest 
$25.00, due today. 


This transaction decreases the asset cash $2,525.00, decreases the liability 
notes payable $2,500.00, and increases the expense $25.00. The entry to re- 
cord this transaction in the eash book js: 


CASH 


-—_ Se ea se Se a= Payments _ 
19 | | ) ERR ES 
Dec. | 1 otes Payable ote No. 37 || 2500 |\— 
1 | 214 Interest Expense Interest on note No. 37 | 25 oz 
j 


When these two entries are posted, the Notes Payable account will be in 
balance and the Interest Expense account will show a debit balance of $25.00. 
The posting to the Interest Expense account is shown on page 214. 


212 
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A Bank Loan. When a non-interest-bearing note is issued to a bank as 
evidence of a loan, the borrower either pays the interest with cash and receives 
cash or credit in his account for the face of the note, or the interest is deducted 
through his receiving cash or credit in his account for the face of the note less 
the interest. In either case the final effect of the transaction is an increase in 
the asset cash, an increase in the liability notes payable, and an increase in 
the expense for the amount of the interest paid or deducted. 


December 5. D. C. Barnes received credit at the bank for 
$1,776.00, the proceeds of note No. 38, face $1,800.00, 
discount $24.00. 


This transaction increases the assets $1,776.00, increases the expense 
$24.00, and increases the liabilities $1,800.00. 


The general journal entry at the right and the cash book entry below 
record the effect on 


cog te UE See I gy ae a a 213 
i } [ 
_ expense. Check PERU ae pen aes ee | 176 — | : 
marks are used to (214) Interest Expense. . care 24. | 
id doubl tin NotesyPayables6 3. 2.4.5" | Pe | 1800 = 
CNN Reta Seta Gave bank 60-day ae i 
The posting to the interest-bearing note and re-| | 
Interest Expense ac- | ceived credit for proceeds. | | | 
count is on page 214. ) 
© PU ee rae ___Receipts ___ 
2 @ be Se ae ee ol a a | 
) ‘Notes Payable Proceeds of loan; J 213 | 1776 |— 


A transaction in which a person borrows money from a bank on his own note is 
sometimes referred to as discounting a note payable. ‘This term is used to distinguish the 
loan from the discounting of a note receivable explained in a subsequent chapter. 


{Interest on Accounts Payable. Some firms collect interest on past 
due accounts while others require interest only on notes. When the owner 
of a business is required to pay interest on past due accounts, the interest 
paid will be an expense the same as that paid on notes. The asset cash de- 
creases the amount of cash paid, the liability accounts payable decreases the 
amount of the account, and the interest expense increases the amount of the 
interest which is the difference between the cash and the account balance 


December 10. D. C. Barnes, gave W. J. Ferguson, a cred- 
itor, a check for $217.94 in payment for balance due him, 
$216.55, and interest, $1.39. 


This transaction decreases the liabilities $216.55, increases the expenses 
$1.39, and decreases the assets $217.94. 
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The entry to record this transaction in the cash book is: 


CASH Payments 
ie — —— _ ee ————————<———— Ee ee . 
Dec | 10 W. J. Ferguson In full of account 216 55 
| 10} 214) Interest Expense Interest on balance past due : 39 | 
| ) 


Interest Included in a Note. When a note is given a creditor in pay- 
ment for a past due account balance and interest, the transaction results in 
an increase in the liability notes payable for the face of the note, a decrease 
in the liability accounts payable for the balance of the account, and an increase 
in the interest expense for the interest which is the difference between the 
account and the face of the note. 


December 11. D. C. Barnes gave U. L. Duggan note No. 39, 
face $316.65, in settlement of account, $314.48, and interest 
on the account, $2.17. 
This transaction affects the liabilities and expense. The entry in the 
general journal to re- 


cord this effect is in Deane, is 


the illustration at the | ] ) 

3 3 UliLs Dugcan® oceans | 314 48 a 

right. The debit to 214 | Interest Expense.............. | ong | | 

the Interest Expense Notes Payable Ryo ce oe EE | : i 316. 65 
Gave note No. 39, face i I} 

account records the ee settlement of ac- ! | | 

: G count, $314.48, and interest, 

increase in expense ety | | . 


because of issuing a 

note for a greater amount than the account. 
The illustration at the left shows the Interest Expense account resulting 

from posting the interest expense recorded in the books of original entry on 

pages 212, 218, and 214. The first and third entries record an increase in 


INTEREST EXPENSE interest expense be- 
pro c ae 25 | Py crease more than the 
10 C 214. “1 39. | abilities decrease. 
11 ee 2 |] | | The second entry re- 
x } i] i : | : 


cords an increase in 
interest expense because the liabilities increase more than the assets increase. 
The fourth entry records an increase because the liabilities increase more 
than the liabilities decrease. In other words, the Interest Expense account 
is debited for all increases in interest expense. 


WP - Exercise 78, Interest Expense 
V/ (ORAL OR WRITTEN) 


1. Issued check No. 107 for $252.50 in payment for note No. 86, f 
‘ . 86, face 
$250.00. What effect does this transaction have on (a) the assets? (b) the 
liabilities? (c) the expense? (d) How is this transaction recorded? 


eee 
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2. Gave Ames Bros. check for $201.50 in payment of account, $199.50, 
and interest on past due balance, $2.00. What effect does this transaction 
have on (a) the assets? (b) the liabilities? (c) the expense? (d) How is it 
may in the cash book? 72... 

Gave the bank note No. 47, face $500.00, and a‘ check for $5.00 to 
renew note No. 35 and to pay the interest on_if. (a) What effect does this 
transaction have on the assets, liabilities and expense? (b) How is it recorded? 

4, Gave James Mann check for $204.50 and note No. 62 for $200.00 in 
settlement of account, $401.25, and interest on past due account and note to 
maturity, $3.25. What effect does this transaction have on (a) the assets? 
(b) the liabilities? (c) the expense? (d) How is it recorded? 


Exercise 79, Notes Payable and Interest Expense 
Record the following transactions completed by A. L. Hoff in the general 
journal, cash book and notes payable register. 


1. July 7. Gave the Union Bank a 90-day non-interest-bearing note for 
$2,000.00. Issued check for $40.00 in payment of the interest at 8% and 
received credit for the face of the note. Record in the register as note No. 40. 


2. July 26. Gave A. Kahn a 60-day non-interest-bearing note for $350.00, 


— 


payable at Merchants Bank, and a check for $62.50 in payment for the balance , 


of the account, $407.83, and interest on the note at 8%, $4.67. 

~~ 8. August 3. Gave D. L. Young a check for $105.25 and a 30-day 6% 
interest-bearing note, face $200.00, payable at City National Bank, in full of 
account, $303.57, and interest on account, $1.68. 

4, September 1. Gave J. L. Blue a check for $66.97 and a 90-day 6% 
interest-bearing note for $350.00, payable at Merchants Bank, in full of ac- 
count, $416.97. 

@ september 2. Gave D. L. Young a check for $201.00 to pay note No. 
42 due today and interest, $1.00. 

6. October 5. Gave Union Bank a check for $1,000.00 and a 60-day 6% 
interest-bearing not }00-00 in payment for note No. 40 issued July 7. 


Exercise 80, Interest on Notes and Accounts 
Record the following transactions in the general journal and cash book. 


1. June 28. Gave Carroll Bros. a check for $56.75, a 30-day non-interest- 
bearmispote for $200.00, a 60-day non-interest bearing note for $150.00, and 
a 90-day~ non-interest-bearing note for $100.00, for balance due on ac- 
count, $501.42, and interest on the notes, $5.33. Record the face of each 
note sepdrately. Why? 

2. August 4. Gave the Third National Bank a check for $350.25 and a 
90-day non-interest-bearing note for $1,200.00, in payment for a 90-day 7% 
interest-bearing note for $1,500.00 and interest $26.25, due today, and interest 
at 8% on the new note. 
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3. July 6. Gave Simms Bros. a 60-day 6% interest-bearing note for 


$256.68 in settlement for a past due account of $255.40 and interest for 30, 


days at 6%, $1.28. 


4. September 4. Gave a check to the Third National Bank for $259.25 in 
payment for note issued July 6, face $256.68, and interest $2.57. 


5. June 12. Gave O. C. Upton check for $771.25 in full of account, 
$762.50, and interest on account, $8.75. 


INTEREST INCOME 


Interest on Notes Receivable. Interest is usually collected by a busi- 
ness at the maturity of an interest-bearing note receivable. When cash is 
received for an interest-bearing note receivable, the amount of cash received is 
more than the face of the note because of the interest. The collection of an 
interest bearing note affects the assets and income; the income (proprietorship) 
increases the same amount as the assets increase which is the difference be- 
tween the face of the note and the cash collected. The increase in income 
is referred to as interest income. 


April 19. J. H. Baron received a check for $505.00 for note 
No. 44, face $500.00 and interest, $5.00. 


This transaction increases the asset cash $505.00, decreases the asset notes 
receivable $500.00, and increases the proprietorship $5.00. The entry to re- 
cord this transaction in the cash book is: 


Vin td se He a Sa ’, CasH 1 on eel Receipts 
19 2 ae ; ass mr + a. .-2 = eas DLL See — = =i | — T =") a 
April | 19 Notes Receivable 60-day note, due today | 500) — H ) 
| 218} Interest Income Interest on above note —- | | 
| ! i | 


Interest on Daily Bank Balance. Some banks allow interest on the 
daily bank balance when the depositor maintains an average daily balance 
above a certain amount. When interest is allowed, the depositor will receive 
monthly notice of the amount. A notice of the amount of credit given for 
interest indicates an increase in the asset cash for the amount of the interest 
and a corresponding increase in proprietorship. This effect is recorded as a 
debit to the Cash account and a credit to the Interest Income account. The 
amount of the credit is added to the bank balance shown on the check stub. 


April 25. J. H. Baron received sd ie from the bank that 
his account had been credited with $25.50 interest on his 
daily bank balance. 


This transaction increases the proprietorship (interest income) and the 
asset cash each $25.50. The entry to record this transaction in the cash book 
is shown at the top of page 217. 


i ee ee 
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CasH Book Receipts 


Interest Income lon daily bank balance ! 25 50 } 
i | 


/ 


Interest on Accounts Receivable. Some firms collect interest from 
charge customers on past due accounts while others collect interest only on 
notes. Cash received from a charge customer for the amount he owes and 
interest results in an increase in the asset cash, an increase in the proprietorship 
(income) through the interest, and a Heese in the asset accounts receivable. 


euros 
April 25 | 218 


| 
vs 


April 30. J. H. Baron received a check from A. C. Cole for: 
$431.65 for balance due on account, $429.50, and 6% inter- 
est for the 30 days past due, $2.15. 


This transaction results in an increase in the asset cash, a decrease in 
the asset accounts receivable, and an increase in income (proprietorship). 
The entry to record the transaction in the cash book is: 


te CASH wees Be IP wk _ Receipts _ Lia 
a leo eal, 
April |30 A. C. Cole tn full of account | eee 50 

30 | 218 Interest Income ‘Interest on past due account ei46 | 


‘Interest Included in a Note. When a note is received from a charge 
customer for'a past due balance and interest, the transaction results in an 
increase in the asset notes receivable for the face of the note, an increase in 
proprietorship for the interest, and a decrease in the asset accounts receivable. 
This effect is recorded by a compound journal entry in which Notes Receiv- 
able is debited for the face of the note, Interest Income credited for the amount 
of the interest, and the customer credited for the balance of his account. 


April 30. J. H. Baron received from Marion Dell, a charge 
customer, note No. 26, face $209.48, in settlement for a 
past due account, $207.63, and interest, $1.85. 


This. transaction increases the asset notes receivable $209.48, decreases 


the asset accounts eg ee rE ariel tye eee at 
receivable $207.63 =|, ee i 
and increases’. the | Notes Receivable............. | 209/48 | Ales 

. : oe 1213)| ae interest: (Income ecm eee. i l 
proprietorship (in Manion Dell. ssc.seeaten cs - | | 207)63 
come) $1.85. The Received ait 26, face, | | | 

; $209.48, in full o account, 

entry to record this | $207.63, and interest, $1.85. . | 
transaction is in the | | 


illustration at the 
right. The posting to the Interest Income account is on page 218. 
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The Interest Income account in the illustration at the left shows the 
result of posting the interest income recorded in the four transactions illus- 
INTEREST INCOME trated. Each entry 

a a a | ie ee ee the credit side of 


| | | | / WA ori Be aloiel 5 — the Interest Income 
} | 25 C/216| 25/50 records 

oa ae | 23] = Giai7) alts account records am 

| | \ | | 130 | 3.217, 185 merease in Income 

l ny ) 


| Ul | | 84160 )eeause of an in- 
crease in assets. In the first three transactions, cash was the asset increased; 


in the fourth transaction, notes receivable was the asset increased. 


Exercise 81, Interest Income 
(ORAL OR WRITTEN) 


1. Received check for $406.00 for note No. 37, face $400.00, and interest 
$6.00. What effect does this transaction have on (a) the assets? (b) the 
income? (c) How is it recorded? 

2. Received check from James Slater for $201.25 in full of account, $199.75, 
and interest, $1.50. What effect does this transaction have on (a) the assets? 
(b) the income? (c) How is it recorded? 

8. Received notice from the bank that our account had been credited 
with $3.75, interest on daily deposits. (a) What effect does this transaction — 
have on the assets and income? (b) How is it recorded? 

4. Received from W. H. Mills a check for $252.50 and note No. 77, face 
$250.00, in settlement for note No. 63, face $500.00 and interest, $2.50. What 
effect does this transaction have on the assets and income? 

5. Received from James Fish, a charge customer, note-No. 25, face 
$217.65, for account $215.20, and interest $2.45. (a) What effect does this’ 
transaction have on the assets and income? (b) How is it recorded? | 


Exercise 82, Notes Receivable and Interest Income 


Record the following transactions completed by Walter Evans in the 
general journal, cash book, and notes receivable register. 

1. May 7. Received from Nathan Marks a 60-day 6% interest-bearing 
note, face $507.50, payable at Union Bank, in full of account, $500.00, and 
interest on the account for 90 days, $7.50. Record in the register as No. 30. 

2. May 10. Received from M. L. Trapp a 30-day 6% interest-bearing 
note, face $184.78, payable at Farmers Bank, Uniontown, for a past due 
account, $182.90 and interest on the account, $1.83. 

3. May 28. Received from L. A. Fowler a 60-day, 6% note, payable at 
City Bank, for $75.00 and a check for $25.36 in full of account, $99.65, and 
interest, Tle. 

4. June 1. Sent note No. 31 to Farmers Bank, Uniontown, for collection. 

5. June 10. Received from O. A. Locke a 30-day 6% interest-bearing 
note for $271.55, payable at Union Bank, for account, $269.80, and interest 


on past due account, $1.75. ae 


& ? 


S —_ 
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6. June 12. Received cashier’s check for $185. 15 for note No. 81 and in- 
terest, 92c, less collection charges, 50c. y; 
7 Saly 6. Received cheek from Nathan Marks | fo 12.58 and a 60-day 


6% interest-bearing note for $200.00 for note/ No, 30, ace $507.50, and in- 


terest, $5.08. y; 


s Exerei fe 83, ereenente Receivable and Interest Income 

Record in the general journal, cash book or both, as required, each of the 
following transactions. 

(1) May 4. Received from I. H. Cobbe check for $1,212.00 in full of 
account, $1,200.00, and interest at 6% for 60 days, $12.00. 

(2) June 4. Received notice from the City National Bank that our ac- 
count has been credited with $39.65, interest on daily bank balance. 

(3) April 15. Received from B. L. Stewart, a charge customer, note No. 
67, face $217.50, in full of account, $215.50, and interest on the account, $2.00. 

(4) March 12. Received from W. D. Wales, a charge customer, note-No. 
48 for $500.00 and a check for $214.04 in full of past due account, $710.35, 
and interest to date, $3.69. p 4 


~ Method of ee ining the Interest. Interest ealeniaton’ require 
knowledge of the following: (a) the principal on which the interest is to be 
paid or collected, (b) the time and (c) the rate. The principal is stated in the 


note or account. The rate is the agreed or legal rate. The interest to be paid 


or collected is the principal multiplied by the rate expressed as a decimal 
fraction, if the time is one year; if the time is more or less than a year, the 
interest is proportionately more or less. 


The Time between two dates includes the number of days beginning with 
the next after the first date and including. the last day of the Mavtoicdsr: 
pericd. Thus, the method of ascertaining the time between May 11 date 
May 11 and July 16 would be as in the illustration at the ~ 20 days 
right. The date subtracted from the number of days in the Jane a ee: 
month gives the remaining number of days in that month. The ae ; 
number of days in each succeeding month and the number of 
days in the ending month added to the number of days remaining in the be- 
ginning month is the number of days for which interest is computed. 


Sixty-day, Six Per Cent Method. For convenience when making 
interest calculations, it is customary in business to regard a year as 360 days. 
Thus, if the interest rate is 6%, this means 6/100 of the principal for 360 days. 
If the time is only 180 days, the interest would be one- ee: the terest for a 

year; if 90 days, one-fourth; if 60 days, one-sixth. 79 79 


# | F 


ioe 
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The interest on $1,000.00 for one year at 6% is 6/100 of $1,000.00 or 
$60.00. The interest on $1,000.00 for 60 days at 6% is 1/6 of the interest for 
one year or $10.00. The interest on $1,000.00 for 6 days is 1/10 of the inter- 
est for 60 days or $1.00. Thus, the interest on $1,000.00 for one year at 6% 
is $60.00, for 60 days, $10.00, and for 6 days, $1.00. 

The “6% 60 day” method is based on the fact that the interest on any 
amount for 60 days at 6% is one hundredth of the amount and the interest 
for six days is one thousandth of the amount. Thus, the interest on $1,650.00 
for 60 days is $16.50 and for 6 days $1.65. The illustration at the left shows 

the method of ascertaining the interest — 
Interest on $326.48 ae 6 days = $0.32648 on $326.48 for 48 days at 6%. The 
BOneLibxae sree | interest for 6 days is $0.32648 and 6 is 

contained into 48, 8 times, hence the 
interest for 48 days is 58 times the interest for 6 days. 


The interest on $326.48 for Interest on $326.48 for 60 yas tee 
: Interest on $326.48 for 6 days= - .3264 
_ 72 days at 67% and at 87% is as- Interest on $326.48 for 6 days= 32648 
certained as In the illustration at Interest on $326.48 for 72 days= $3.91776 
the right. The interest at 8% is $3.91776+3 © = 1.30592 
one-third more than at 6%. Interest at 8% for 72 days= $5.22368 

[+ iJ 


SUMMARY / ~ 

The Interest Expense Account is a record of the increase in the expense 
because of interest paid or accrued. This account is debited for increases in 
interest expense. 

The debit balance of the Interest Expense account is an expense and is 
closed into the Profit and Loss Summary account. 


The Interest Income Account is a record of the increase in income 


_ybecause of interest collected or accrued. This account is credited for increases 


in interest income. 
The credit balance of the Interest Income account is an income and is 
closed into the Profit and Loss Summary account. 


Interest Calculations. The interest on any amount for 60 days at 6% is 
1/100 of the amount, and for 6 days, 1/1000. When the time is more than 60 
days, the interest ae days is used as a basis and for less than 60 days, the 
interest for 6 days. hen the interest rate is more or less than 6%, the inter- 


est for 1% (interest at 6% divided by 6) is multiplied by the given rate to as- ~ 
certain the desired amount of interest. 


Exercise 84, Interest 
(ORAL OR WRITTEN) 


1. “Sixty days after date I promise to pay to the order of City Bank, 
$1900. 00 with interest at 6%.” This quotation is from a note issued by A. L. 


. 3¢ 32 a 
AL ao Gs ; ae ia "3 e 
Pe 7, ets ec = yo 
Z ee ee / 
u 0. 5° y ¥ 
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Moffit December 12. (a). What is the maturity date? (b) What is the 
maturity value? (c) What entry will be made on the books of A. L. Moffit 


10. Amount to be collected October, 9 on a sale dated July 5, terms, 
60 days, es sale $791.82, interest at 6% for the time oy due. 
oF, 


a Y 


Oo 


when the note is paid at maturity? ©.» fi ee a Ar~ | wh 
2. (a) What is the nature of the transaction recorded i in the Fearn entry 
at the right? What \ 
effect does this trans- : Dees 
action have on (b) 2 
Dose Kerelmens sm einen 251/55 
the assets? (c) the: Interest gps CAEN rr weh 2\56 
liabilities? (d) the : Notes Payable... ewencree 254/11 
proprietorship? 
| 3. (a) What is the nature of the transaction of July 5 shown recorded 
W. 0. Topp ff in the three accounts 
‘ce — avy, at the left? (b) How 
\ Apr. lo days S07 326lg0| July | s{Note a 326/80 will the transaction 
Lil 4 ~—|— be stated in journal 
INTEREST INCOME form? (¢) What ef- 
19 fect does this trans- 
| | | | July | 5 J 69 action have on the 
assets and proprie-_ 
Notes RECEIVABLE torship? (d) How 
19 |i | many days was the 
July | 567%, 80 J7 ess | | account past due? 
: (e) What-is the ma- 
turity date of the note? (f) What is the maturity value of the note? 
4. What is the amount of interest in each of the following problems: 
(a) $ 400.00, 45 days, 8%? _ -. de) $ 300.00, 80 days, 8%? ie 
(b) $ 500.00, 36 days,6%?" ,  (f) $6,000.00, 15 days, 8%? - 
(c) $ 240.00, 15 days, 6%?  (g) $1,500.00, 80 days, 8%? , 
(d) $ 500.00, 48 days, 6%? </,/ (h) $ 900.00, 90 days, 9%? \e ey 
i ‘ : , / 
r 
Exercise 85, Interest Calculations j TPA 
Ascertain the following: is - 
1. Maturity value of a 90-day 6% interest-bearing note for $326,50. 
2. Maturity value of a 30-day 8% interest-bearing note for $127.80 
3. Maturity value of a 60-day 9% interest-bearing note for $19.65. 
4, Maturity value of a 80-day 7% interest-bearing note for $131.55. 
5. Interest on $142.55 for 45 days at 5%. f2 Avi 
6. Interest on $32.55 from October 12 to December 21 at 6%. : 
7, Interest on $2,500.00 from March 3 to_ June 17 at 8%. d 
8. Interest on $486.16 from August 17 to November 12 at 7%. ee 
9. Maturity value of a 90-day 6% interest-bearing note for $429.38. 


. Je é J 
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CHAPTER XIX : 
PURCHASES DISCOUNT AND SALES DISCOUNT 


When merchandise is sold on credit, the buyer usually has thirty, sixty 
or ninety days in which to make payment. In order to encourage him to make 
payment before the time allowed, the seller may allow him a cash discount 
for payment within a definite period. The discussion in this chapter relates 
to the method of recording transactions in which cash discount is involved. 


Cash Discount. The purpose of cash discount is to facilitate collection. 
The buyer will make a greater effort to pay the obligation promptly if by so 
doing he is allowed to cancel it with a less amount of cash than the obligation. 


James Brown buys merchandise for $1,000.00 on thirty days time. Itis 
agreed at the time he makes the purchase that if he pays within ten days, 
he may deduct one per cent discount. It is quite evident that Mr. Brown will 
make a special effort to pay within the ten days because by so doing, he cancels 
a liability of $1,000.00 with $990.00 cash. 


Terms on Invoices. The agreed discount is stated in the terms of the 
invoice. Terms “net 60 days” mean that the buyer will be expected to pay 
within sixty days from the date of the invoice. Terms “2/10, n/60” indicate 
that the buyer will be expected to pay the full amount of the invoice within 
sixty days from the date of the invoice, but if he pays within ten days, he will 
be entitled to a discount of two per cent from the amount of the invoice. 


Cash discount does not change the method of recording a purchase or a 
sale because neither party knows that the discount will be deducted. The 
discount becomes effective only when the invoice is paid or collected. 


Cash discounts are of two kinds: 


(1) Those allowed to the business by creditors. usually referred to as pur 
chases discount. 


(2) Those allowed by the business to charge customers, usually referred 
to as sales discount. 


Purchases Discount. The cash discount deducted by the purchaser 
in accordance with the terms of the purchases invoice is referred to as pur- 
chases discount. ‘The effect of purchases discount on the equation, “Assets = 
Liabilities-+ Proprietorship” is to decrease the assets the amount of cash paid 
decrease the liabilities the amount of the obligation canceled and increase the 
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income (proprietorship) the difference between the amount of the liability and 
the cash paid, which is the amount of the discount. 


The account in the illustration at the right appears on the ledger of O. 
L. Gore. The infor- 


mation recorded in L. K. Day __ tit 

, ee _ vee 
this account shows ~~ 4 sapien st Nig eer | ce = 
that O. L. Gore owes | 4 3] | Oct. AR es 0/30, P3|| 950 — 
L. K. Day $950.00 Bah Caretat at al | bet 


for merchandise pur- 
chased October 23. The terms of the invoice state that O. L. Gore may de- 
duct 3% if payment is made to L. K. Day within ten days from October 23. 


November 1. Issued check No. 55 for $921.50 to L. K. Day in full for 
invoice of October 28, $950.00, less 8% discount. 


This transaction decreases the asset cash $921.50, the liability accounts 
payable $950.00, and increases the income $28.50. The general journal 
entry at the left and the cash book entry below record this transaction. The 

debit to L. K. Day 
do i. ; aed ___— records the decrease 
Meter ee 950 — in the liability ac- 
iv | ata ae \ | ae accounts payable; 
/ Paid invoice of 10/23 less | i | the credit to the Cash 
| discount. ! | | account, the decrease 
H in the asset cash; 


November 1, 19 


| 
| 
and the credit to the Purchases Discount account, the increase in income. 


Cae Boyreniss 


19 ma gies ay i 
Nov. |1]| ¥ * K. Day In full of account less discount f 921 vo I | 


The check marks in the folio columns are to avoid double posting. When 
the journal entry as stated is posted, the account with L. K. Day will be in 
balance and the Purchases Discount account will have a credit balance of 
$28.50; the credit to the Cash account will be through posting the total cash 
payments at the end of the month. 


The entry for the transaction of November 1 may be recorded complete 
in the cash book with the addition of a column for the purchases discount as 
in the illustration below. 


rot _ Payments 
vn | Tl rN | / Acad pur. || Net 
Date L.F. wen of Account Explanation fiat Tice Disc. Cash 
| los fe | | 
N ie | 950 — 28.50 921 60 
Nov. | 1} iL. K. Day Invoice 10/23, less8% | 950— | 28 50° 
| | | 
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The amount of the invoice is entered in the first column, the discount in 
the second, and the check in the third. This records the decrease in the lia- 
bility accounts payable, the increase in income, and the decrease in the asset 
cash, hence maintains the equality of debits and credits. 


When posting, the account with L. K. Day is debited with the amount 
entered in the first column; the credit to the Purchases Discount account is 
from the second column and the credit to Cash from the third column. The 
method of posting the total purchases discount in the Purchases Discount 
column of the cash book is explained on page 230. 


Exercise 86, Purchases Discount 
(ORAL OR WRITTEN) 


1. The proprietorship of D. W. Ray, August 1, in equation form is: 


ASSETS $6,000.00 = LIABILITIES $2,100.00+D. W. Ray, 
PROPRIETORSHIP $3,900.00 


August 1. D. W. Ray issued check to a creditor for $490.00 in full of 
account, $500.00, less 2% discount. (a) Show the effect of this transaction on 
the above equation. (b) State the journal entry to record the transaction. 
(c) State the entry to record the cash paid in the cash book. 


2. “Terms, 3/10,2/30,n/60”, appear on an invoice for $2,500.00 received 
by D. D. Mayo, May 16. What amount will be required to pay this invoice 
(a) before May 26? ' (b) before June 15? (c) at the maturity of the invoice? 
(d) Show the amounts that would be in each of the three columns of the cash 
book on the payments side if the invoice is paid before June 15. 


» 


3. October 12. D. C. Bane received an invoice for merchandise pur- 


chased, $850.00; date of the invoice, October 7; terms, 3/10-n/60. (a) State * 


the entry to record this transaction in the purchases journal. (b) State the 
entry to record the transaction in a cash book with three columns when the 
invoice is paid October 17. 


4. The proprietorship of L. Spence, October 1, in equation form is: 


ASSETS $4,400.00 — LIABILITIES $1,650.00 = L. SPENCE, PRop. $2,750.00 
October 1. Issued check to W. L. Nye, a creditor, for $480.00 in full of 
account, $500.00, Jess 4%. (a) State the effect of this transaction on the above 
equation. (b) State the entry in journal form. to record the transaction. 


#(c) State the entry to record the transaction in a three column cash book. 


5, Qctober 3. Issued check to W. L. Nye for $5.00 because the discount 
deducted in the transaction of the Ist should have been 3% instead of 4Q%,, 


2°° 0 
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(a) State the effect of this transaction on the equation resulting from recording 
the preceding transaction. State the entry to record the transaction (b) in 
journal form; (c) in a cash book with three columns. 


SALES DISCOUNT 


Sales Discount. The cash discount allowed to a customer as indicated 
by the terms on the sales invoice is referred to as sales discownt. It permits 
a charge customer to cancel his obligation with a less amount of cash than the 
obligation. The effect of sales discount on the equation, “Assets =Proprie- 
torship”’, is to increase the assets the amount of cash received, decrease the 
assets the amount of the account receivable canceled, and increase the expense 
the difference between the amount of the account receivable canceled and the 
cash received, which is the amount of the discount. 


The account in the illustration at the right appears on the ledger of W. 
B. Gordon. This ac- 
count shows _ that 
Charles Lay, hasthe Jan. 22 3/10n/30 S75 250 —. 
privilege of deduct- ra ) 
ing 8% if check is received from him on or before February 1. 


February 1. Received check from Charles Lay for $242.50 in full for 
sale of January 22, $250.00, less 3% discount. 


CHARLES LAY 


This transaction increases the asset cash $242.50, decreases the asset 
accounts receivable $250.00, and increases the expense $7.50. The general 
journal entry at the 


February 1, 19 left and the cash 

> So = = book entry below re- 

Pv | os gen Ba eae ras Stre rent een ) | cord the transaction. 
Charles Lay......--.-.---- || | || 2650j\— The debit to the 


| Cash account records 

account less discount. | | | | FL atincree an tthe 

| asset cash; the credit 

to the account with Charles Lay, the decrease in the asset accounts receivable; 
and the debit to Sales Discount, the increase in expense. 


| | Received cash in full of | | 


CASH Receipts 


Fob. (oly ieee Charles Lay In full of account less discount  —-242.-50 


The check marks in the folio columns are to avoid double posting. When 
the journal entry is posted as stated the account with Charles Lay will be in 
balance and the Sales Discount account will have a debit balance of $7.50; 
the debit to the Cash account will be through posting the total cash receipts 


at the end of the month. 
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The entry for the transaction of February 1 may be recorded in the cash 
book only with the addition of a column for the sales discount as in the illus- 


tration below. 


CASH e ___ Receipts 
_ AK ; me a a 4 | Sales | a ; 
é ti) Disets Hi as 
Date IL. Ey Name of Account | Explanation ae i De. De: 
ities A, de en oe ee cs a | 
Feb. | 1 Charles Lay | Sale Jan. 22, less 3% =| Bu) | 7|50 | sha 


| | 


The amount with which the customer is credited is entered in the first 
column, the discount in the second, and the cash in the third. This records 
the decrease in the asset accounts receivable, the increase in expense, and the 
increase in the asset cash, hence maintains the equality of debits and credits. 
The posting is explained on page 230. 


Exercise 87, Sales Discount 
(ORAL OR WRITTEN) 


1. The proprietorship of A: A. Joy, November 1, in equation form is: 
CasH $550+Accts. REc. $825-++Mpss. INv. $1,450=A. A. Joy, PROP. $2,825 

November 1. Received check from Charles Riley, a charge customer, for 
$392.00 in full of account, $400.00, less 2% discount. (a) State in equation 
form the effect of this transaction on the above equation. (b) State the journal 
entry to record the transaction. (c) State the entry to record the cash re- 
ceived in the cash book. 


2. “Terms: June 14/10, 3/30, 2/60, n/90’”’ appear on a sales invoice 
for $300.00 rendered to a charge customer by C. H.’ Lucas, May 15. What 
amount will be received if collection is made in full before (a) June 10? (b) 
June 80? (c) July 30? (d) August 80? (e) Show the amount that would be 
in each of the three columns of the cash book on the receipts side if collection 
is made June 380. 


3. March 16. O. C. Howe rendered an invoice to J. W. Allen, a charge 
customer for $927.50, terms 2/10,n/30. (a) State the entry to record this 
transaction in the sales journal. (b) State the entry to record the transaction 
in the cash book if cash is received March 18. 


4, The proprietorship of B. Sams, June 1, in equation form is: 
CasH $950+Accts. Rec. $800+Mbpss. INv. $2,600 =B. Sams, Prop. $4,350 
June 1. Received check from W. A. Young, a charge customer, for $291.00 
in full of account, $300.00, less 8%. (a) State the effect of this transaction 
on the above equation. (b) State the entry in journal form to record the trans- 
action. (c) State the entry to record the transaction in a three column cash book. 


5. June 6. Received a check from W. A. Young for $3.00 because he had 
deducted 3% instead of 2% when he made remittance on June 1. (a) State 
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the effect of this transaction on the equation in Question 4 (a). State the 
entry to record the transaction (b) in journal form; (c) in a cash book with 
three columns. 


COLUMNAR CASH BOOK 


Columnar Cash Book. If a transaction is to be recorded and posted 
quickly, the use of more than one journal should be avoided. When sales 
and purchases discounts are involved, the use of the general journal and cash 
book requires entries in both books but the use of additional columns on the 
cash receipts and payments sides of the cash book makes it possible for each 
transaction to be recorded in the cash book only. Additional time is saved 
in that each purchases and sales discount need not be posted separately but 
the total of each column may be posted at one time the same as the total of 
the cash receipts or cash payments. A cash book with special columns for 
recording and posting in the manner explained is referred to as a columnar 
cash book. 


Arrangement of Columnar Cash Book. The columns in the cash 
book should be arranged to facilitate posting. Those columns which contain 
amounts to be posted daily should be placed nearest the account title. Thus, 
in the three-column cash book, Illustration 49, amounts entered in the discount 
and cash columns are not to be posted until the end of the month hence 
these columns are placed at the right. 


Illustrations of Columnar Cash Book. The illustration at the top 
of pages 228 and 229 shows a columnar cash book with three columns on each 
side. The three columns on each side make it unnecessary to use the general 
journal to record the purchases or sales discount involved in cash transactions. 
The transactions recorded in this columnar cash book are given below the 
illustration. The method of recording these transactions may be briefly 


described as follows: 


Receipts Side. Each amount to be posted to the credit of an account is 
entered in the Amount column on a line with the name of the account. The 
amount of the discount, if any, is entered in the Sales Discount column. The 
net amount of cash received in each transaction is entered in the Net Cash 
column. The total of the Amount column less the total of the Sales Discount 
column should always equal the total of the Net Cash column. 


Payments Side. Each amount to be posted to the debit of an account is 
entered in the Amount column on a line with the name of the account. The 
amount of the discount, if any, is entered in the Purchases Discount column. 
The net amount of cash paid in each transaction is entered in the Net Cash 
column. The total of the Amount column less the total of the Purchases 
Discount column should always equal the total of the Net Cash column. 
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Illustration 49, Receipts Side of the Three-column Cash Book 


Cash Proof. At the time of proving cash, all the columns on each side 
are totaled, and the pencil footings entered in each column under the line on 
which the last amount is entered. The position of these pencil footings is shown 
by the small figures in Illustration 49, when cash was proved September 15. 

The total of the first column should equal the sum of the totals of the 
second and third columns on each side. The difference between the totals of 
the Net Cash Dr. and Net Cash Cr. columns is the cash balance. 


Narrative of Transactions. The following transactions shown recorded 
in the illustrations at the top of this and the opposite page were completed 
by Robert A. Baum, a retail merchant, during the month of September. 

1. Robert A. Baum invested cash, $5,000.00. 
3. Paid $62.25 for paper and other storeroom supplies. 
6. Gave Adams & Adams check for $199.43 in full of account, $203.50, less 
2%. Purchased August 10, recorded September 1. 
8. Received a check from D. C. Dale for $156.80 in full of account, $160.00, 
less 2%. Sold August 28, recorded September 2. 
9. Cash sales to date $231.65. 
10. Gave the C. & A. Railway Company check for $15.87 in payment of 
freight on merchandise purchased. 
13. Gave J. L. Harmon & Son a check for $955.93 in full for purchase of Sep- 
tember 2, $985.50, less 8%. 
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Illustration 49, Payments Side of the Three-column Cash Book 


15. Received a check from W. C. Bird for $196.00 to apply on sale of Septem- 
ber 5, $392.50, terms 2 /10, n/30. 


The amount of credit is ascertained by dividing the cash received by 98c; the discount 
is the difference between the quotient and the cash received. 


15. A count of the cash on hand and in the bank shows a total of $4,350.97 and 
this was proved with the cash book record. 
16. Cash sales, $162.50. 
16. Paid clerk’s salary, $82.50. 
20. Received check from Sammet Bros. for $183.75 in full for sale of Sep- 
tember 3, $187.50 less 2%. 
23. Received check for $25.50 from Abbott Bros. in full for sale of-Sep- 
tember 1. ' 
24, Gave Joseph Larson & Co. check for $712.21 in payment of purchase ot 
September 14, $726.75 less 2%. 
25. Paid Rule Bros. $126.50 in full for purchase of September 1. 
29, Received check from E. A. Bradford for $176.20 in full for sale of Septem- 
ber 20, $179.80 less 2%. 
30. Gave W. O. Shaw & Co. check for $363.58 in payment for purchase of 
) September 1, $367.25 less 1% discount. 
30. Gave the Solomon Realty Co. check for $125.00, September rent. 
30. Cash sales to date, $421.50. 
30. All cash has been deposited; bank balance, $3,910.63. 
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Posting from the Columnar Cash Book. The following comments 
apply to the cash book illustrated on pages 228 and 229: 

Receipts Side. Each amount entered in the Amount column is posted to 
the credit of the account written on the same line with it; these credits are 
posted daily. The amounts entered in the Sales Discount and Net Cash 
columns are not posted daily. At the end of the month or when a Trial Bal- 
ance is to be taken, the total of the Sales Discount column is posted to the 
debit of the Sales Discount account; the total of the Net Cash column is 
posted to the debit of the Cash account. Cash and the equality of the debits 
and credits are proved before the totals are posted. 

Payments Side. Each amount entered in the Amount column is posted 
to the debit of the account written on the same line with it; these debits are 
posted daily. The amounts entered in the Purchases Discount and Net Cash 
columns are not posted daily. At the end of the month or when a Trial Bal- 
ance is to be taken, the total of the Purchases Discount ceiumn is posted to 
the credit of the Purchases Discount account; the total of the Net Cash 
column is posted to the credit of the Cash account. Cash and the equality 
of the debits and credits are proved before the totals are posted. 


SUMMARY 


The Purchases Discount account is a record of the increases in in- 
come because of the deduction of cash discount when paying creditors. 

This account is credited for the increases in the income, cash discount. 

The credit balance of the Purchases Discount account is an income and 
is closed into the Profit and Loss Summary account. 


The Sales Discount account is a record of the increases in expense 
because of the deduction of cash discount by customers. 

This account is debited for the increases in the expense, cash discount. 

The debit balance of the Sales Discount account is an expense and is 
closed into the Profit and Loss Summary account. 


Columnar Cash Book. The purpose of the columnar cash book is to 
facilitate recording transactions and posting. Any number of columns may 
be provided on either or both sides of the cash book. When extra columns are 
provided for cash discount only, three are needed on each side. The daily 
posting is from the first money column at the left on each side and the monthly 
posting, the totals of the two columns at the right on each side. 


Exercise 88, Cash Discount 
° (ORAL OR WRITTEN) 


1. “May 20. Received check for $106.70 from Albert Yoe in full for sale 
of May 10, $110.00, less 8% discount.’”’ What accounts are (a) debited? (b) 
credited? How would the transaction be recorded (ec) in the general journal? 
(d) in a three-column cash book? 
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2. Received check for $1.00 from A. L. Frye to correct error in sales dis- 
count deducted. What account is (a) debited? (b) credited? (c) How will 
this transaction be recorded in a three-column cash book? 


3. What entry or entries will be required to record the facts shown on*the 


io. $21 check stub illustrated at the left (a) if all transac- 
ToN, X Moers tions are recorded in one journal? (b) if cash 
For Inv. 6/7 $216.50 transactions are recorded in a cash book without 

Less 37% 6.50 special columns? (ec) if cash transactions are 


Amount $210.00 recorded in a columnar cash book? 


4, The bookkeeper for C. H. Bates, a retail merchant, uses a cash book 
in which the receipts side is ruled similar 
to Illustration 49. The totals for the 
month of May of the three amount columns 
are in the illustration at the right. (a) 
What is the title of each of these columns? (b) How are the totals posted? 


5. The bookkeeper for L. M. Day, a retail merchant, uses a cash book 
in which the payments side has columns 
similar to those in Illustration 49. The | 


| | 
15 129 


| 5617 


50 | ns 6 


41 
totals of the three amount columns for the 


month of October are in the illustration 
at the right. (a) What is the title of each of 
the totals posted? 


| 6654 


221/60 | ca 


(b) How are 


229. This inglu +H transactions recorded in the illustration and the 
purchases sales which are the basis>fer the cash receipts and payments 
as outlinéd in the i of the\ illustration. - 


Instructions. (1) Record in the sales journal under the appropriate date 
the sales for which cash is collected as recorded in the cash book. 

(2) Record in the purchases journal under the appropriate date the pur- 
chases for which cash is paid as recorded in the cash book. 

(3) Post from the purchases journal, sales journal, and cash book, allow- 
ing five lines for each account, and take a Trial Balance. 


Exercise 90, Purchases Discount 


George Black began business February 1 with a cash investment of 
$2,000.00. During February he completed the following transactions in which 
merchandise was pyfchased on credit and invoices were paid less discount. 


1. Purchased merthandise from Rowland Bros., City, terms 2/10 n/60, in- 


2. Purchased merchandise from J (| 


asson, Hampton, terms 1/10 n/30, 


vo invoice of January 30, $381.90. 
ile ae ee 
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5. Purchased merchandise from L. B. Meyers, City, terms 3/10 n/30, in- 
voice of February 1, $527.90. 

6. Purchased merchandise from Walter Akers, Pittsburg, terms 1/10 n/30, 
invoice of February 4, $327.90. 

7. Gave Rowland Bros. check for $408.46 in payment for invoice of January 
28 less discount. 

8. Purchased merchandise from William Evans, City, terms 1/10 n/30, in- 
voice of February 6, $127.90. 

9. Gave J. Kasson check for $378.08, January 30 invoice less discount. 

10. Purchased merchandise from C. H. Norbert, Uniontown, terms 2/10 n/30, 
invoice of February 8, $550.41. 

11. Gave L. B. Meyers check for $512.06, February 1 invoice less discount. 

14. Gave Walter Akers check for $324.62, February 4 invoice less discount. 


Instructions. (1) Record these transactions in the purchases journal and 
three-column cash book. 
(2) Post, allowing five lines for each account, and take a Trial Balance. 


Reereie 91, Sales Discount 


The investment of R. W. Nye, February 1, is shown by the following 
equation: 
Cash $1,350+Mdse. Inventory $1,650=R. W. Nye, Prop. $3,000. 
During the month he completed the following sales and cash collections: 
2. Sold merchandise to R. L. Martin, City, terms 1/10 n/30, sales ticket 
No. 314, $88.95. 
4, Sold merchandise to M. S. Landis, City, terms 2/10 n/60, sales ticket 
INO OLD noizou-o. 
5. Sold merchandise to H. I. White, City, terms 3/10 n/60, sales ticket 
No. 316, $178.98. 
7. Sold merchandise to D. C. Miller, City, terms 2/10 n/30, sales ticket 
= No. 317, $256.76. 
12. Received check for $88.06 from R. L. Martin, sale No. 314 less discount. 
13. Sold merchandise to A. M. Allan, City, terms 3/10 n/80, sales ticket 
No. 318, $351.45. 
14. Received check for $120.69 from M. S. Landis, sale No. 315 less discount. 
15. Received check for $173.61 from H. I. White, sale No. 316 less discount. 
16. Sold merchandise to J. L. Macon, City, terms 1/10 n/0, sales ticket 
No. 319, $87.50. 
18. Received check for $251.62 from D. C. Miller, sale No. 317 less discount. 
Instructions. (1) Record the investment in the general journal and cash 
book, and the transactions in the sales journal and columnar cash book. 
(2) Prove the equality of the debits and credits recorded in the cash 
book and post from the general journal, sales journal and cash book. 
(3) Take a Trial Balance. 


CHAPTER XX 
WORK AT THE CLOSE OF A FISCAL PERIOD 


As explained in the two preceding chapters, transactions which involve 
interest and cash discount increase or decrease the proprietorship. The dis- 
cussion in this chapter relates to (a) the method of showing the effect of inter- 
est and cash discount on the Balance Sheet and Profit and Loss Statement, 
and (b) a review of preceding discussions. 


A Fiscal Period is an accounting period of one or more months and not 
exceeding twelve as explained in previous discussions. At the beginning of 
a fiscal period the owner knows the value of his assets, the amount of his 
liabilities and his proprietorship. This information is obtained from a 
count of the assets and from the bookkeeping records. 

During the fiscal period, the transactions are recorded to show their effect 
on assets, liabilities, and proprietorship or to provide information from which 
the effect can be determined when inventories are secured. At the close of a 
fiscal period, it is necessary to count the assets in order to ascertain the cost 
of the merchandise sold, the supplies used, the insurance expired, and the 
estimated depreciation on equipment. When the cost of sales and expenses 
referred to in the preceding sentence have been recorded, the balance of each 
account on the ledger will show either an asset, liability, proprietorship, ex- 
pense or income. 


The Work Required at the Close of a Fiscal Period may be briefly 
described as follows: 

(1) Taking inventories. 

(2) Preparing the Working Sheet. 

(3) Preparing the Balance Sheet and Profit and Loss Statement. 

(4) Recording inventories, expired insurance, and depreciation. 

(5) Recording the closing entries. 

(6) Preparing the Post-closing Trial Balance. 


Iustrations. The work required at the close of the fiscal period is 
further explained by illustrations. These illustrations and the discussion in 
in connection with them provide a review of preceding chapters. 

September 1. The assets, liabilities, and proprietorship of R. A. 

French, a distributing merchant for radio receiving sets and loud 
speakers, expressed in equation form are: 


ASSETS $8429.67 —LIABILITIES $1614.25 = PROPRIETORSHIP $6815.42 
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During September a number of transactions were completed and recorded 
in the books of original entry and ledger. The Trial Balance taken September 
30 is given in the first two columns of the Working Sheet illustrated below. 

The value of the merchandise in stock on September 30 is $5,627.90; 
store and office supplies, $109.65; prepaid insurance, $100.00; depreciation 
on equipment, 1% per month. 

Working Sheet. The purpose of the Working Sheet in the illustration 
below is to ascertain the present proprietorship and net profit. The method 
of preparing this Working Sheet is briefly described as follows: 

(1) The Trial Balance is copied in the first two columns at the left of 
a sheet ruled with eight columns as in the illustration below. 
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oilisteation 50, Working Sheet — 
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(2) Adjustments to make each account balance show an asset, liability, 
proprietorship, cost, or income are made as follows: 

(a) The September 1 merchandise inventory, $5,302.65, is added 
to Purchases and subtracted from the Merchandise Inventory ac- 
count by entries in the Adjustments columns debiting Purchases and 
crediting Merchandise Inventory. 

(b) The September 30 merchandise inventory, $5,627.90, is de- 
ducted from Purchases and added to the Merchandise Inventory 
account by a credit to Purchases and a debit to the Merchandise 
Inventory account in the Adjustments columns. 

(c) The cost of supplies used, insurance expired and the esti- 
mated depreciation are recorded in the credit and debit Adjustments 
columns to indicate subtraction from the Supplies and Prepaid In- 
surance accounts, addition to the Depreciation Reserve aceount and 
addition to the appropriate expense accounts. 


(3) The Adjustments columns are proved to be in balance and the account 
balances extended as follows: 

(a) The balance of each of the first four accounts is an asset, 
hence, is extended into the Assets column. 

(b) The September 30 merchandise inventory, which is now the 
balance in the Merchandise Inventory account, is extended into the 
Assets column. 

(c) The asset value of the supplies on hand ($187.15 — $27.50) 
is extended into the Assets column. The asset value of the prepaid 
insurance ($110.00—$10.00) is extended into the Assets column. 

(d) The estimated depreciation, $5.00, recorded in the credit Ad- 
justments column is added to the credit balance of the Depreciation 
Reserve account and the sum, $15.00, subtracted from the cost of 
the equipment, $500.00, and the book value, $485.00, which is an asset, 
entered in the Assets column. 

(e) The next three account balances are liabilities; hence, each 
is extended into the Liabilities column. 

(f) The net investment ($6,815.42 —$200.00) is extended into 
the same column as the liabilities because this column contains both 
liabilities and proprietorship. 

(g) Each of the remaining account balances shows either an in- 
come or expense and is extended into the Income or Expense column. 


(4) The Balance Sheet and Profit and Loss Statement columns are 
totaled. The total assets, $8,795.50, minus the total liabilities and capital, 
172.09, equals the net profit, $623.41. The total income, $5,208.77, minus 
the total cost and expense, $4,585.36, equals the net profit, $623.41. The 
fact that the net profit is the same in each case indicates the correctness of 
the extensions. The #et profit is entered in the Liabilities and Capjtal column 
and in the Costs and Expense column to balance the columns. 
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Balance Sheet. The Balance Sheet below was prepared from the Working 
Sheet on page 234. The total assets, liabilities and proprietorship stated in 
equation form are: 


ASSETS $8795.50 —LIABILITIES $1556.67 = PROPRIETORSHIP $7238.83 
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Illustration 51, Balance Sheet, Report Form " 


Analysis of Proprietorship. From the information given in the Trial 
Balance and Balance Sheet columns of the Working Sheet an analysis of pro- 
prietorship was prepared as in the illustration at the right. This shows the net 
proprietorship at the Analysis of Proprietorship: 


beginning, the profit, RA PROeE Dae wake cee ae $6,815 .42 
drawings, and _ pres- ‘Net Profit.......... Bd ee ae $623 41 

ent proprietorship. Withdraweles 27 ct a. a. eee 200.00 423 .41 
This report may be Present, Golbiitel e534; 80.co¢ sek $7,238 .83 


made a part of the Balance Sheet or prepared separate from it. : e 
Profit and Loss Statement. The information in the Profit and Loss 
Statement om page 237 was obtained from the Working Sheet on page 234. 
From thigstatement, R. A. French may ascertain th following information: 
(a) sales, (b) cost of sales, (c) profit on sales, (d) expenses, (e) net profit from 
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selling merchandise, (f) profit earned through interest income and purchases 
discount, (g) expenses because of interest paid and sales discount, and (h) net 
increase in proprietorship, that is, net profit. 
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Illustration 52, Profit and Loss Statement 


Adjusting Entries. The entries in Illustration 53, page 238, record the 
adjustments shown in the Adjustments columns on the Working Sheet, Illus- 
tration 50. 

The first entry transfers the merchandise inventory, September 1, to 

‘the Purchases account as indicated by $5,302.65 entered in the credit and 
debit Adjustments columns on the lines with Merchandise Inventory and Pur- 
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chases. The second entry transfers the amount of the September 30 inventory 
of merchandise from the Purchases account to the Merchandise Inventory 
account as indicated by the amounts entered in the debit and credit Adjust- 
ments columns on the lines with Merchandise Inventory and Purchases. 

The purpose of the third, fourth, and fifth entries is to record the expense 
because of supplies used, expired insurance, and estimated depreciation as 
indicated by the amounts entered in the credit and debit Adjustment columns 
of the Working Sheet on a line with Store and Office Supplies, Prepaid Insur- 
ance and Depreciation Reserve, and Store and Office Supplies Used, Expired 
Insurance and Depreciation Expense. The reason for these adjustments is 
explained in connection with the Working Sheet and in Chapter XIII. 
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Illustration 53, Adjusting Entries 


Closing Entries. The entries in Illustration 54 are to record the net 
profit shown on the Profit and Loss Statement, Illustration 52, in the Capital 
account. These entries also close the income, expense and Drawing accounts. 
The figures in each entry are those in the Profit and Loss columns of the Work- 
ing Sheet; the account titles are those at the left and on the same line with the 
figures. Amounts entered in the Cost or Expense column are recorded as credits 
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and the amounts entered in the Income column as debits because the purpose 


of these entries is to close the accounts. 


Illustration 54, Closing Entries 
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When the closing entries are posted, all accounts in balance are ruled in 
the same manner as in the Model Set, Chapter XIV. 
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Post-closing Trial Balance. The illustration at the right shows the 


account balances on R. A. FRENCH 
the ledger of R. A. PosT-CLOSING TRIAL BALANCE, September 30, 19... 
French after the _ tes - se 
adjusting entries on lutesste Receive le eis. +. eee iat 85 

| |Notes Receivable.............. 7 
page 238 and the | [Radio Shop.. eo TAY S98 66 | 
closing entries on | iD: hee : ox See a 

| | Merchandise nventory.. Sea 
ier As 239 have ‘Store and Office Supplies. ee 109 65 
been posted and the | .|Prepaid Insurduee 32... -22-25- Ls 

: | | Pquinment. 4 eee. scene 
tees alt Petia saa eee Pe: 
ruled. e accounts Notes Payable et 00) 
this Trial Balance |  |Radio Manufacturing Co. eS 251 50 
eae ee | |Russell & Russell.............. 805 17 
are the same as those R. A. French, Capital. = 2 =. 7238 83 
on the Balance Sheet, Lat 8810 50 8810 50 
page 236. = — a 
SUMMARY 


Each transaction completed during the fiscal period affects either (a) the 
assets, (b) the liabilities, (c) the assets and liabilities, (d) the assets and pro- 
prietorship, (e) the assets and income or expenses, or (g) the liabilities and 
income or expenses. Each transaction is recorded so as to show its effect on 
assets, liabilities and proprietorship as follows: 


DEBITS CREDITS 
(1) Increases in assets. (1) Decreases in assets. 
(2) Decreases in liabilities. (2) Increases in liabilities. 
(8) Decreases in proprietorship (8) Increases in proprietorship. 
(4) Increases in expense. (4) Decreases in expense. 
(5) Decreases in income. (5) Increases in income. 


CLASSIFICATION OF ACCOUNTS 


The accounts on the ledger of R. A. French stated on the Trial Balance, 
page 235, classified as assets, liabilities, proprietorship, income, cost and ex- 
pense are as follows: 


ASSETS LIABILITIES PROPRIETORSHIP INCOME Cost 
- Cash Notes Payable R. A. F., Capital Sales Purchases 
Notes Receivable Radio Mfg. Co. R. A. F., Drawing Int. Income EXPENSE 
Radio Shop Russell & Russell Pur. Disct. 
: Rent Exp. 
D. D. Julian 
Mdse. Inventory Salary Exp. 
Store and Office Supplies Supplies Used 
Prepaid Insurance Exp. Insurance 
Equipment ae res er 
— Depreciation Res. . Expense 
ie : Sales Disct. 
Collection Exp. 


Reserve accounts may be classified as minus asset or valuation accounts. 
Purchases account may be classified as an expense or a cost; see page 171. 
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PRACTICE SET No. 3 


The purpose of this practice set is to provide a review of the lt? 
chapters. The transactions to be recorded are those completed by R. A. 
French, the radio dealer referred to in this chapter, during the month of Oc- 
tober. These may be recorded in the bound -blanks provided in connection 
with Practice Set 2 or on loose sheets of paper ruled similar to the illustrations 
of books of original entry and ledgers in the text. 


The work required is as follows: 


(1) Opening a new ledger from the information given in the Balance 
Sheet, Illustration 51, which shows the financial condition of the business 
September 80. 


(2) Recording the transactions outlined in the narrative. 


Opening a new ledger as explained in Chapter XII, requires recording in 
the general journal and ledger the assets, liabilities and proprietorship shown 
on the Balance Sheet. The cash balance is posted from the journal entry but 
recorded in the cash book so that the cash book record will agree with the 
Cash account. 

Before recording the opening entry 1n the general journal, write the titles 
of the accounts in the ledger as instructed on the inside back cover of the 
ledger used in Practice Set No. 3. If ruled sheets of ledger paper are to be used, 
write the account titles in che ledger and in the order stated in the list below; 
allow nine lines for the Notes Receivable account and seven lines for each of 
the other accounts, including the title. 


Cash Sales 

Notes Receivable Purchases 

Radio Shop Rent Expense 

D. D. Julian Salary Expense 

Dow Drug Company Miscellaneous Expense 
M. D. Saylor Depreciation Expense | 
C. C. Winters Store and Office Supplies Used 
R. QG. Davenport Expired Insurance 
Merchandise Inventory Interest Income 

Store and Office Supplies Purchases Discount 
Prepaid Insurance Interest Expense 
Equipment Sales Discount 
Depreciation Reserve Profit and Loss Summary 


Notes Payable 

Radio Manufacturing Co. 
Russell & Russell | 

R. A. French, Capital 

R. A. French, Drawing 


Opening Entry 


. Record in the general journal and cash book the assets, liabilities and 
capital shown on the Balance Sheet, Illustration 51. This entry will require 
eight debits and five credits. Debit Equipment with the cost value of the 
equipment and credit Depreciation Reserve with the depreciation. 
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Post the opening entry; write “Balance” in the explanation column of 
each account. 

When the instructor has approved the opening entry and the ledger, pro- 
ceed with recording the October transactions below. 


NARRATIVE OF OCTOBER TRANSACTIONS 


October 1 


No. 1. Gave the Seton Realty Company check for $112.50 in payment of 
October rent. 

No. 2. Gave the Radio Mfg. Co. check for $243.95 in payment for the 
October 1 balance less 3% discount. This balance was recorded in the old 
ledger as purchase of September 21, terms 3/10—n/30. 

No. 3. Sold the Radio Shop, 137 Grant St., City, terms 1/10—n/80, sale 
No. 501, $326.50. 

October 2 


No. 4. Received from D. D. Julian check for $59.60 and a 20-day 6% 
interest-bearing note for $200.00 in full for October 1 balance. 
Record the check in the cash book and the note in the general journal. 


October 3 
No. 5. Paid cash $7.50 for October telephone bill. 


Use the Miscellaneous Expense account for expenses of this kind. 


No. 6. Borrowed $590.00 from the City National Bank. Issued a 60-day 
non-interest-bearing note as evidence of the loan. Received credit for the 
proceeds of the note less 8% discount. 


Record in the general journal and cash book as illustrated on page 213; do not forget 
to place a check mark in the folio column opposite the appropriate account in each entry. 


October 5~ 


N o. 7. Received from the Radio Shop a check for $15.50 and a 6% interest- 
bearing note dated today and maturing October 80 in full for October 1 balance. 


No. 8. Bought from Radio Manufacturing Company, Buffalo, terms 3/10 
—n/30, invoice dated October 8, $1,061.40. 


No. 9. Sold Dow Drug Company, 16th and May Streets, City, terms 
2/10—n/30, sale No. 502, $721.82. 


October 6 


No. 10. Sent Russell & Russell a check for $797.12 in payment for 
October 1 balance less 1% discount. This balance was recorded in the old 
ledger as a purchase of September 26, terms 1/10—n/30. 


Prove cash, balance $655.21, and post from all books of origi 

rash, j ginal entry; d 

patel Meets sie ee ie and creditors in the iedoee as baidipete Se 

address of each customer and creditor is a part of th i : 

aie ledges. p the account title, hence should appear 
F2?. 


ware ualen & 
yl) ie. 
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October 8 


No. 11. Sold C. C. Winters, 45 Main St., Ashland, terms 3/10—n/30, sale 
No. 508, $1,298.75. 


No. 12. Bought from Russell & Russell, St. Louis, terms 1/10—n/30, 
invoice dated October 6, $356.50. 
October 10 
No. 13. Bought from Radio Manufacturing Company, terms 3 /10—n /80, 
invoice dated October 8, $927.80. 
October 11 


No. 14. Sold M. D. Saylor, 125 Boone Street, Atlanta, terms 1/10—n/30, 
sale No. 504, $35.00. 


No. 15. Received from the Radio Shop a check for $323.23 for invoice 
of October 1 less discount. 


October 12 
No. 16. Sold the Radio Shop, terms 2/10—n/80, sale No. 505, $279.95. 
October 13 ae 


No. 17. Bought from Russell & Russell, terms 1/10—n/80, invoice dated 
October 12, $332.90. 

No. 18. Received from A. L. Powers, check for $300.00 for 30-day note 
dated September 18. 

No. 19. Sold Dow Drug Company, terms 2/10—n/30, sale No. 506, 
$509.27. 

No. 20. Sent the Radio Manufacturing Company check for $1,029.56 


in payment for invoice of October 3 less discount. 
Prove cash, balance $248.88, and post from ali books of original entry except the totals. 


October 15 
No. 21. Received from the Dow Drug Company check for $706.89 for 
invoice of October 5 less discount. 
No. 22. Sold R. O. Davenport, 700 Third Ave., City, terms 1/10—n/30, 
sale No. 507, $179.35. 
October 16 
No. 23. Paid cash for salaries to date, $142.50. 
No. 24. Gave Russell & Russell check for $352.93 in payment for invoice 
of October 6 less discount. 
October 18 
&-~ No. 25. Sold C. C. Winters, terms 1/10—n/30, sale No. 508, $366.75. 
No. 26. Received from C. C. Winters check for $1,259.79 for invoice of 
“ October 8 less discount. 
No. 27. Sent the Radio Manufacturing Company check for $899.97 in 
payment for invoice of October 8 less discount. 
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October 19 


No. 28. Bought from Radio Manufacturing Company, terms November 
1, 3/10—n/30, invoice dated October 17, $721.25. 


“November 1, 3/10-n/30” means that R. A. French has the privilege of deducting 
3% discount if he pays the invoice before November 11. This is sometimes referred to as 


advance dating. 
No. 29. Received check for cash sale of 1 receiving set, $78.50. 
No. 30. Paid City Water Works cash, $2.50, for water. 


October 20 


No. 81. Received from M. D. Saylor check for $34.65 for invoice of 
October 11 less discount. ; 
No. 32. The Radio Shop returned one No. 7 loud speaker and asked 
credit for the sale price, $12.50, to apply on the sale of the 12th. 
' No. 33. Sold M. D: Saylor, terms 1/10—n/80, sale No. 509, $169.54. 
Prove cash, balance $930.81, and post from all books of original entry except the totals. 


October-22_ 


No. 84. Received from D. D. Julian check for $200.67 for note and 
interest due today. 

No. 85. Bought from Russell & Russell, terms 1/10—n/30, invoice dated 
October 20, $176.50. 

No. 86. Received from the Radio Shop check for $262.10 for invoice of 
October 12 less return and less discount. . = 

No. 87. Gave C. W. Arnold check for $48.75 in payment for store and 
office supplies. 

No. 38. Gave Russell & Russell check for $313.48 in payment for invoice 
of October 12 less discount per terms and less credit, for $16.25, cost price of 
damaged loud speaker included with purchase and returned per agreement. 

Record the return in the general journal and the cash in the cash book. The discount 
is deducted from the amount of the purchases invoice less the return. 


October 23 


No. 89. Returned to the Radio Manufacturing Company one No. 20 
loud speaker, included in purchase of the 19th, and requested credit for $36.95, 
the purchase price. Paid $1.25 express charges and debited this to the Radio 
Manufacturing Company. 

October 25 


No. 40. Sold R. O. Davenport, terms 1/10—n/30, sale No. 510, $426.50. 
No. 41. Received from R. O. Davenport check for $177.56. for invoice 
of October 15 less discount. 


October 26 


No. 42. Gave the Lawton Transfer Company check for $18.75 freight on 
purchase of October 22 from Russell & Russell. This firm is to deliver the 
merchandise to our freight station, hence this check is debited to their account. 
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No. 43. Sold| Dow Drug Company, terms, 2/10—n/30, sale No. Dil 
$769.42. 


No. 44. Bought from the Radio Manufacturing Company, per invoice 
dated October 25, $507.50; terms November 15, 3/10—n /30. 
No. 45. Sold C. C. Winters, terms, 1/10—n/30, sale No. 512, $88.75. 


Prove cash, balance $1,188.91, and post from all bool f igi 
ae 188.9) p a ooks of original entry except 


October 29 


No. 46. Received from Dow Drug Company check for $109.27 and a 
30-day non-interest-bearing note for $400.00 for sale of October 13. 


No. 47. Bought from Russell & Russell, terms, 1/10—n/30, invoice dated 
October 27, $228.50. 
No. 48. Paid cash, $6.35, for gas and electricity. 


October 30 
No. 49. Gave the First National Bank check for $502.50 in payment of 
our note dated September 30 with interest at 6%. 


No. 50. Received check from the Radio Shop for $151.04 and a 30-day 
6% interest-bearing note for $100.00 for note dated October 5 and interest. 


Record the face of the new note in the journal and the check in the cash book. 

No. 51. Received from M. D. Saylor check for $167.84 for sale of 
October 20 less discount. \ 

No. 52. Withdrew cash for personal use, $150.00. 


No. 58. Received from R. O. Davenport a check for $202.00 and a 6% 
interest-bearing note due in 30 days for $200.00 in settlement for note for 
$400.00 due today and interest. = / i fy 


October 31 e 


No. 54. Borrowed $1,000.00 from the City National Bank on n& 

in 30 days with interest at 6% and received credit for the face of the note 
No. 56. Gave the Transfer Company check for $107.85, freight bills to date. 
No. 56. Paid salaries for remainder of October, $139.75. 


Instructions. (1) Prove cash, balance $1,912.61, and post from the 
books of original entry including the totals. 

(2) Prepare a Trial Balance on an eight-column working sheet from the 
account balances in the ledger. 
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(3) From the account balances on the Trial Balance and the inventories 
and depreciation below complete the Working Sheet. 


Merchandise Inventory, $5,915.38. 
Store and Office Supplies Used, $29.80. 
Expired Insurance, $10.00, 
Depreciation, 1% per month. 


(4) Prepare the Balance Sheet and the Profit and Loss Statement. 
(5) Record in the general journal the adjusting and closing entries. 
(6) Post the entries and rule all the accounts that balance. 

(7) Prepare a Post-closing Trial Balance. 


Exercise 92, Work at the Close of the Fiscal Period 


From the information given in the Trial Balance and the notations be- 
low prepare (a) Working Sheet, (b) Balance Sheet as of November 30 and 
Profit and Loss Statement for the fiscal year ending November 30, (c) adjust- 
ing entries, and (d) closing entries. 


C. L. BING 
TRIAL BALANCE, November 30, 19... 


(Cc) hee ee ee ete eee oes Eee a eee |S 5.816144 
Notes: Receivables ae ate ae ae tee enn eee ; 760 — 
WwecountesRecelyablemas cr eee ee eee eee 5,530 19 || 
Merchandise ln.v. clic Os \as ens eee ae ee ie 4,114'55 || 
StorevandeO tice: Supp licsses se eases ene .. 327|90 
Prepaide insurance ewe, see er ere eee ee 250 — 
OficesE quipments.5--. ete eee eee Se Pees 1,250, — 
Depreciation Neserviee: sa ee ee Ys 5S es 125)— 
Notes Payables! 2) Rises tn ee See eee 1,500/— 
Accounts! Payal lesa ewes ee oe 4,414)32 
Cal Bing sCapitalt tac oc ne one ee | 11,527|50 
Clb Bing, Drawing.qs che ee ee ee 2,400\— || 
Salest een ret nee ety ee ee Pie oa. | 62,717/57 
Purchases: sy .2 sae cso ee oe eee Red: 45,016/45 
Rent x pense... §. 20 ewe iors ae ees nek or ee Ga 2,500;— 
Salary -DXxpense,. 2. carne tee eee eee ee nee 11,155)|25 
Mirscellancovisilixpense sa aie ae ties ene eee 616\75 
»Depreciation Expense. . 5 yen Sel, <n teenaey tes 
“Store and Office Supplies ‘Wasser: ot eat see 
Expired Insurance’. fee 2) ae ee ee 
See kurchases Discounts, .cae.cs] eae ee ee 587/40 
Pemunterest: Income’. 27.00 ae. 2 paar ne ene ee 82/165 
DalesuDiscount:, Lets. dc ey eee ee eee ee 998'62 
Interest} EXxpensé:...)fea ca: aapeboe mete rear eee 168, ae 
80, 904 44° 80,904/44 


i. 


Notation: 
Merchandise five $4,931.27. 
Depreciation, 5%. 
Store and Office Supplies Inventory, $187.65. 
Prepaid Insurance, $80.50. 
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